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I DIRECT TESTIMONY OF DANIEL F. SULLIVAN

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO: 2013-275-WS

5 IN RE: APPLICATION OF CAROLINA WATER SERVICE, INCORPORATED

6 FOR ADJUSTMENT OF RATES AND CHARGES, AND MODIFICATION OF

7 CERTAIN TERMS AND CONDITIONS FOR THE PROVISION OF WATER AND

SEWER SERVICE

10 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND

11 OCCUPATION.

My name is Daniel F. Sullivan. My business address is 1401 Main Street,

13 Suite 900, Columbia, South Carolina, 29201. I am employed by the South

14 Carolina Office of Regulatory Staff ("ORS") as an Audit Manager.

15 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

16 EXPERIENCE.

18

19

20

21

22

23

I received a B.S. Degree in Business Administration with a major in

Accounting from the University of South Carolina in December 1998. From

February 1999 to February 2005, I was employed as an auditor with the South

Carolina State Auditor's Office. In that capacity, I performed audits and reviews

of cost reports filed by institutional providers of Medicaid services for the South

Carolina Department of Health and Human Services. The primary purpose of

those audits and reviews was to establish the applicable reimbursement rates to be
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I paid to Medicaid providers for services rendered to qualified Medicaid patients.

2 In February 2005, I began my employment with ORS and since then have been

3 involved in cases dealing with the regulation of nuclear waste, gas, electric, water

4 and wastewater companies. On June I, 2012, I was promoted to Audit Manager

5 of Gas Utilities and Chem-Nuclear audits.

6 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

7 PROCEEDING?

8 A. The purpose of my testimony is to set forth my findings and

9 recommendations resulting from ORS's examination of the application of Carolina

10 Water Service, Inc. ("CWS" or "Company") in this docket. The application was

11 filed on September 4, 2013.

12 Q. PLEASE DESCRIBE THE PROCEDURES USED TO PERFORM THE

13 EXAMINATION OF THE COMPANY'S APPLICATION.

14 A. ORS's examination of the Company's application consisted of three major

15

16

17

18

19

20

21

22

steps. In step one, ORS verified that the operating experience and rate base,

reported by CWS in its application, were supported by the Company's accounting

books and records for the test year. In the second step, ORS tested the underlying

transactions in the books and records for the same period to ensure that the

transactions were adequately supported, had a stated business purpose, were

allowable for ratemaking purposes, and were properly recorded. Lastly, our

examination consisted of adjusting, as necessary, the revenues, expenditures, and

capital investments to normalize the Company's operating experience and rate
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I base in accordance with generally accepted regulatory principles and previous

2 Commission orders.

3 Q. PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR

4 TESTIMONY.

5 A. I have attached the following exhibits to my testimony relating to the

6 Company's Application:

7 ~ Audit Exhibit DFS-I: Operating Experience, Rate Base, and Rates of Return

8 for Combined Operations

9 ~ Audit Exhibit DFS-2: Operating Experience, Rate Base, and Rates of Return

10 for Water Operations

11 ~ Audit Exhibit DFS-3: Operating Experience, Rate Base, and Rates of Return

12 for Sewer Operations

13 ~ Audit Exhibit DFS-4: Explanation of Accounting and Pro Forma Adjustments

14 ~ Audit Exhibit DFS-5: Depreciation and Amortization Expense Adjustments

15 ~ Audit Exhibit DFS-6: Computation of Income Taxes

16 ~ Audit Exhibit DFS-7: Cash Working Capital Allowance

17 ~ Audit Exhibit DFS-8: Return on Equity

18 These exhibits were either prepared by me or were prepared under my direction

19 and supervision in compliance with recognized accounting and regulatory

20 procedures for water and wastewater utility rate cases. These exhibits show

21 various aspects of the Company's operations and financial position.

22 Q. PLEASE DESCRIBE THE FORMAT OF AUDIT EXHIBIT DFS-I AND

23 ELABORATE ON THE CALCULATIONS.
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I A.

10

12

13

14

15

16

17

18

19

20

21

22

23

Audit Exhibit DFS-I details the Company's operating experience, rate base,

and rates of return for water and sewer operations for the test year ended December

31, 2012. The exhibit's format is designed to reflect the Application per books and

ORS's proposed accounting and pro forma adjustments to normalize the results of

the Company's test year operations.

Column (I) details the Application per books provided by CWS for the test year

ended December 31, 2012.

Column (2) details ORS's proposed accounting and pro forma adjustments

designed to normalize the Application per books. An explanation of each

adjustment is contained in Audit Exhibit DFS-4.

Column (3) details ORS's results for a normalized test year for CWS by adding

columns (I) and (2). Afler the accounting and pro forma adjustments, Net Income

for Return of $ 1,026,231 was computed using Total Operating Revenues of

$8,463,388, less Total Operating Expenses of $7,444,281, plus customer growth of

$7,124. Total Rate Base of$23,610,433 produced a Return on Rate Base of 4.35%.

As shown on Audit Exhibit DFS-8, the resulting Return on Equity was 1.88%.

Column (4) details the Company's proposed increase recalculated by ORS and the

calculation of taxes and customer growth associated with the proposed increase.

An explanation of each adjustment is contained in Audit Exhibit DFS-4.

Column (5) details the effect of the Company's proposed rate increase by adding

columns (3) and (4). Net Income for Return of $2,371,962 was computed using

Total Operating Revenues of $ 10,648,175, less Total Operating Expenses of

$8,292,955, plus customer growth of $ 16,742. Total Rate Base of $23,610,433
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1 produced a Return on Rate Base of 10.05%. As shown on Audit Exhibit DFS-8,

2 the resulting Return on Equity was 13.87%.

3 Q. PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT DFS-4.

4 A. For comparative purposes, ORS and the Company's adjustments are both

presented in Audit Exhibit DFS-4.

A~d' tt — Th ORSWt SW t t Dp~ tp p t

water and sewer service revenues for the test year. Details of the adjustments

totaling $28,840 are discussed in the direct testimony of ORS Water and

Wastewater witness, Willie Morgan.

10 A~d' t2 — Th ORSWt dW t t Dp~ tp p t dj t

12

13

14

15

16

17

18

19

20

21

22

miscellaneous revenues for the test year. Details of the adjustment for ($ 11,054)

are discussed in the direct testimony ofORS Water and Wastewater witness, Willie

Morgan.

A~d' t3 — ORSp p t dj t II tlbl t I t d lthth

Company's revenues aAer ORS's proposed accounting and pro forma

adjustments. The adjustment of ($ 116) was provided by ORS Water and

Wastewater witness, Willie Morgan.

A~d' td — ORSp p t dj t p t ' 'y llldth
latest available salary information as of May 2013. Each operator's total salary is

allocated to CWS based on its percentage of Equivalent Residential Connections

("ERC"). The ERC percentage is calculated by dividing the number of ERCs

served by CWS by the total number of ERCs served by all subsidiaries to which
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the employee is assigned. ORS computed annualized salaries of $920,613, less

per book salaries of $ 1,210,999, for an adjustment of ($290,386).

A~d' ty-Tb C 9 yP P t dj tp 6 dp by($63)i

10

12

direct correlation with annualized revenues. ORS does not propose an adjustment

as future purchased power costs are not known and measurable.

A~RI t 6 — ORR p p t ($ 1,764) r p 6 d 9

associated with Indian Pines wells that are no longer used and useful. The Indian

Pines subdivision has interconnected with the City of West Columbia for water

service. As such, ORS has made adjustments to other categories of costs related to

Indian Pines. See adjustment numbers 8, 12, 16 and 32 for adjustments to expenses

associated with Indian Pines. Removal of the wells from plant-in-service is also

reflected in the calculation of adjustments 29, 37 and 40.

13 A~d' t7 — ORRp p t R it d Pi 9

14

15

16

17

18

non-allowable expenses of ($33,251). Expenses were deemed non-allowable for

various reasons including, but not limited to, no invoice or other supporting

documentation provided and/or expenses were related to other Utilities Inc.

subsidiaries. ORS has proposed similar non-allowable adjustments to other

categories of costs in the filing. See adjustment numbers 11, 13, 15, 21, 24, 25 and

19 28.

20 ~AA' tp ORRp p t I it d pi p by

21

22

23

$846,864, to reclassify expenditures incorrectly classified as additions to plant in

service. Details of the adjustment are discussed in the direct testimony of ORS

Water and Wastewater witness, Dawn Hipp.
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A~st tlg — ORSp p t I Ify It d pl p dlt

of ($ 1,200) which should have been capitalized.

A~d' tld — rb C p yp 9 t dj t 0 I I byg9071 dl t

correlation with annualized revenues. ORS does not propose an adjustment as

future chemical costs are not known and measurable.

A~d' tl7 — ORSp p t dj tf II t&t pdtl p

10

12

13

including fuel and auto repairs. Transportation expense per vehicle is calculated by

taking the total transportation expense for Utilities, Inc. and dividing it by the

number of vehicles in the Utilities, Inc. fleet. The total transportation expense per

vehicle of $5,893 is then allocated to CWS based on the employee that operates the

vehicle and the time they spend working for CWS. ORS computed total

transportation expense of $ 166,993 for CWS, less the per book amount of$212,133

for an adjustment ($45,140).

14 ~AS' tlg — ORSp p t dj t p tlg p 0 gdt pl tf
15

16

17

18

19

time spent on capital projects and rate cases. Capitalized time reflects operators'nd

office employees'alaries, taxes & benefits. ORS made the adjustment using

the capitalized time report for the most recent period of September 1, 2012 through

August 31, 2013. ORS calculated operating expenses charged to plant of

($ 183,244), less per book amount of ($374,530), for an adjustment of$ 191,286.

20 ~Ag I t19 — ORSp p t dj t fg I 'y II*I g

21

22

23

of May 2013. Each office employee's total salary was allocated to CWS based on

its percentage of ERCs. ORS computed annualized salaries of $586,026, less per

book salaries of $550,518, for an adjustment of$35,508.
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~AS' 720 — ORS dth C p yp p t OHECfi f

10

12

13

14

($31,009) from office supplies and other office expense.

A~d' t22 — ORSp p dj t tt t p f377,669.

This adjustment consists of two (2) parts. In part one (I), ORS reviewed prior rate

case expenses of $718,656 from Docket No. 2011-47-WS related to the rate case,

reconsideration, appeal, and remand. These expenses included legal fees,

capitalized time, consulting fees, travel and other. ORS removed undocumented

expenses, estimates and capitalized time. In part two (2), ORS verified expenses of

$55,187 for current rate case expenses as of 11/5/2013. These charges included

legal fees, capitalized time, administrative expenses and consulting fees. ORS

proposes to amortize current and previous expenses over 3 years. The total

proposed ORS adjustment of $77,869 is computed using unamortized rate case

expenses associated with Docket No. 2011-47-WS of $311,425 and current

expenses of$55,187 divided by 3 years, less the per book amount of $44,335.

15 ~AS' t23 — ORSp p t tt p 3 d th 6 fit ttd
16

17

18

19

20

21

22

with the salary adjustment for operators and office employees. ORS removed non-

allowable benefits including, but not limited to, parties and employee awards that

were included in the per book amounts. Total ORS computed pension and other

benefits was $312,167, less the per book amount of $342,290, resulting in an

adjustment of ($30,123).

A~d' t26 — ORSp p t I tfy ttd '
dtt f

($46,361) which should have been capitalized
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~AR I t27 — B d th dtl fth ORSWt dW t t

Department, ORS did not include the Company's adjustment for their proposed

Leak Mitigation Program. Further explanation of ORS's position regarding the

Company's proposed program is provided in the direct testimony of ORS Water

and Wastewater witness, Willie Morgan.

A~d' t29 — ORSp p t ll*dp ltl p d dj tf

10

12

13

14

15

16

17

18

19

20

21

22

plant additions, vehicles, computers, capital improvements, non-allowable plant,

capitalized time, and retirements. The details of the depreciation expense

adjustment are shown in Audit Exhibit DFS-5. The depreciation rates were

recommended by ORS Water and Wastewater witness, Willie Morgan. ORS's total

depreciation expense amounted to $ 1,052,252, less the per book amount of

$ 1,184,528, for a total adjustment of ($ 132,276).

~AS' t30 — ORSP P t dj tth dl*tl fc I'0 tl I Ald

of Construction ("CIAC"). The details of the amortization of CIAC adjustment are

shown in Audit Exhibit DFS-5. ORS's total CIAC amortization expense amounted

to ($342,357), less the per book amount of ($340,881), for a total adjustment of

($ 1,476). See Audit Exhibit DFS-5.

A~d' t31 — ORSp p t dj tp7 Ilt ltd lthth dj td

test year salaries. The payroll taxes include Social Security, Medicare and

unemployment taxes. ORS updated taxes using current rates. ORS computed taxes

of $ 130,393, less the per book amount of $ 134,833, resulting in an adjustment of

($4,440).
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~Ad' t 33 — QRs p p t dj t g ipt d tetyi

taxes aller accounting and pro forma adjustments. A total factor of .00963081,

comprised of the SC Department of Revenue factor of .003 and the PSC/ORS

factor of .00663081, was used to compute this adjustment. ORS proposes to

increase gross receipts taxes by $25,925.

~AS' t34 — ORSp p t dj ti t ft tig dp

10

forma adjustments. ORS used a 5'/a rate for state income taxes and a rate of 35'/a

for federal income taxes. Details of the computation of income taxes are shown in

DFS-6.

A~d' t33 — ORSp p t ii i t tg it td 'g t ti f

$ 12,165 from the per book amount for ratemaking purposes.

12 ~Ad' t36 — ORSp p t dj t t g ~ ft tg tig d

13

14

pro forma adjustments. The growth factors of 0.81667'/a for water operations and

0.67547'/a were provided by ORS witness Willie Morgan.

15 ~Ad' t37 — ORSp p t d g pi ti i gy(83,869,3983

16

17

18

19

20

21

22

23

for adjusted vehicle costs, computer costs, capital improvements, non-allowable

plant, capitalized time, and retirements through December 31, 2012. This

reduction results from adjusting the useful lives and allocation of various vehicles,

the removal of items improperly capitalized in years prior to the test year, and

those determined by the ORS Water/Wastewater Department as either relating to

other affiliated companies, or having been improperly capitalized during the test

year. ORS also recomputed capitalized time, and updated retirements,

accordingly. Several adjustments from Docket No. 2011-47-WS were included by
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ORS in the calculation of net plant additions. These adjustments were approved

by Commission Orders but were not posted by CWS to their books and records.

A~d' t3$ — ORSp p t I Id gt pl tl I f g Ildg

additions of $ 1,604,813 as of November 5, 2013. ORS reviewed the support

documentation for the proposed plant additions, and included only those plant

additions that were known and measurable, and providing service to present

customers.

~Ad' t 39 — ORS p p t b k I f I$ 1,937,905)

10

12

13

approved in previous rate cases. ORS also proposes to remove the accumulated

amortization of excess book value of $ 1,289,156 in Adjustment 41. Net excess

book value of ($648,749) is removed from plant in service and is not included in

the ORS calculation of depreciation expense or return on rate base. CWS

removed net excess book value of ($ 718,143) as shown in Adjustment 39.

14 A~d' t40 — ORSp p t dj t It ddp Itl by$542,702

15

16

17

18

19

20

to reflect gross plant in service and depreciation associated with pro forma general

ledger additions, vehicles, computers, capital improvements, non-allowable plant,

capitalized time, and retirements.

A~d' I42 — ORSp p t dj t 0 kl g pit I 11 tl g

and pro forma adjustments. ORS proposes to increase cash working capital by

$74,548. Details of this adjustment are included in Audit Exhibit DFS-7.

21 ~AS' t43-ORSp p t dj tCIACby$66,741 t S ttb

22

23

amortization of CIAC expense, as a result of ORS Adjustment 31, and the CIAC

to Revenue adjustment made in Docket No. 2011-47-WS.
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~AS' t44 — ORSp p t yhh I* II hl it t p t

reflect the rate base afler accounting and pro forms adjustments, using the

capitalization ratio of 52.44% for debt and 47.56% for equity and a cost ofdebt of

6.58%. ORS computed an adjustment of ($ 150,887), resulting in allowable

interest expense of $ 814,691. See Audit Exhibit DFS-8 for ORS's computation of

interest expense. Details of the Company's capital structure can be found in the

testimony of ORS witness, Dr. Douglas H. Carlisle.

~AS' t46 — B d p ORSWt dW t t Dp~ t I Iti

10

12

the Company's proposed rates would produce additional revenues of $678,631 for

Water Operations and $ 1,481,681 for Sewer Operations. Details of these

adjustments are shown in the direct testimony of ORS Water and Wastewater

witness, Willie Morgan.

13 A~d' t46 — ORSp p t dj t I Il f th C py'4
15

16

17

19

proposed rate increase. Details of the adjustment for $38,880 are shown in the

direct testimony of ORS Water and Wastewater witness, Willie Morgan.

A~d' t47 — ORS p p t dj t II tihl t I t d ith

the Company's revenues afler ORS's proposed accounting and pro forms

adjustments. The adjustment of ($ 14,405) was provided by ORS Water and

Wastewater witness, Willie Morgan.

20 A~d' t 48 — ORS p p t dj t 8 ipt d hlityt

21

22

taxes for the Company's proposed rate increase. A total factor of .00963081,

comprised of the SC Department of Revenue factor of .003 and the PSC/ORS
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1 factor of .00663081, was used to compute this adjustment. ORS proposes to

2 increase gross receipts taxes by $21,041.

3 A~d' tdp — ORsp p t dj t' r th c p 9' p d

4 rate increase. See Audit Exhibit DFS-6 for the computation of income taxes.

5 ~AS' t Sd — ORS p 9 t dj t t S ~ ft th p p d

6 increase. The growth factors of0.81667% for water operations and 0.67547% were

7 provided by ORS witness Willie Morgan.

8 Q. PLEASE DESCRIBE THE REMAINING AUDIT EXHIBITS.

9 A. Audit Exhibit DFS-5 details the computation of ORS's depreciation and

10 amortization expense adjustments. Audit Exhibit DFS-6 details the computation

11 of income taxes. Audit Exhibit DFS-7 details the calculation of the cash working

12 capital allowance and Audit Exhibit DFS-8 details the calculation of return on

13 equity.

14 Q. DOESTHISCONCLUDEYOURTESTIMONY?

Yes.
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Operntlng Experience, Rate Base and Rntes of Return
For thc Test Year Eaded December 31, 2012

Combined Operations

Audit Exhibit DFS-I

~Descrl tlon

AppRcatioa
Per

Soaks
5

(2)
Accounting

&
Pro Forms

(3)
After

Accounting &
Pro Forms

(4)

Appgcant'
Proposed
Increase

5

(5)
After

Appgcant's
Proposed
Incrcasc

5

Service Revenues - Water
Service Revenues - Sewer
hlisccganeous Revenues
UncoDectible Accounts

2,644,085
5,635,912

77 1,405
(55.6$4)

8,445,718

16,5'13

12,317
(11,054)

()16)
17.670

{A)
(A)
(B)
(C)

2,660,608
5,648,229

210,351
(55,800)

8,463,388

678,631 (DD)
1,481,681 (DD)

38,880 (EE)
(14,405) (FF)

2,184,787

3,339,239
7,129,910

249,231
(70.2051

10.648.175

Salaries and Wages
Purchased Power
Purchased Sewer & Water - Pass Through
Maintenance and Repair
Mointcnance Testing
Mctcr Reading
Chemicals
Transportalion
Operating Expense Charged to Plant
Total

1,210,999
593,738
&84,5M)
917.320

99.515
47,640

'I 75 085
21? 133

(374.531)
2.897.338

(290.386)
(1,784)

0
810,950
(?5 74'i)

(1,103)
(11,118)
(45,140)
191,? 86
627.463

(D)
(E)

(F)
(G)
(I I)
(I)
(1)

920,613
591,954
(84,561)

1,718,170
74,273
46,537

263,967
166,993

3.524.801

920,613
591,954
(84,561)

I 728 770
74,273
46,537

263,967
166,993

(183,?45)
3,514,801

Salaries and Wages
Opice Supplies & Other Oilicc Expense
Regulatory Commission Expense
Pension gt Other Benclits
Rent
Insumnce
Opice Utilities
Outside S«rviccs - Other
Miscellaneous
Total

550,518
294,721
44,335

347 790
2,036

177,994
291,717
141 i89

(2,694)
1,847,206

35,508 (I)
(48,3D2) 0$1)

77,869 (N)
(30,123) (0)

0
0

(7.35)) (P)
(56.330) (0)

C&343) (R)
(31.072)

586,026
246,419
122,204
312,167

2,036
177,994
284,366

84,959
(5,037)

1,8 11,134

586,026
246,419
12'1,104

312,167
2,036

177,994
284,366

84,959
(5.037)

1.811.134

Depreciation
Amonizstion of CIAC
Taxes Other Than Income
Income Taxes - State & Federal
Amortization of Inveslmcnt Tax Credit
Amortization of Plant Acquisition Adjustment
Total

1,184,528
(340,881)

1,276.323
162,977

(8.852)
(9.862)

2.264.233

(13'7'776)

(1,476)
19,703

(41,838)
D

0
(155,887)

(S)
(T)
(U)
(V)

I P5'i '757

(342,357)
1.196,026

121,139
(8 857)
(9.862)

2,108,346

0

0
21,041

827,633
0
0

848.674

(GG)
(IIII)

1,052,252
(342,357)

1,317,067
948,772

(8,852)
(9,862)

2,957,010

Interest During Canstrumion
Customer Growth

7.003.777

1,441,941

(I '7,165)

0

440.504

(47'7,834)

I'1,165 ()V)
7.124 (X)

7.444.281

1,019,107

0
7.124

848.674

1,336,113

0
9,618

8,197,955

7 355'7'7P

0
16,742

Nct Income for Return 1.454.106 (427.875) 1.026?31 1.345.731 2,371,962

Grass Plant in Service
Accumulated Depreciation
Net Plant in Service
Cash Working Capital
Contributions in Aid of Construction
Accumulated Dc(strad Income Taxes
Customer Deposits
Advances in Aid of Construction
Plant Acquisition Adjustment

Total Rate Bnse

Return on Rate Base

57,248,521
&10.003.095)
47,245,426

592,444
(18,552,488)

(2,811,142)
(329,055)

(1,600)
(304,009)

25.839,576

5.58'.7$

'65,57$

(4,20?,'29D) &Y)

1,831,858 (Z)
(? 370,432)

74,54$ (AA)
66.741 (BB)

0
0
0
D

(7?79,143)

(150,887) (CC)

53,046,231
(8,171,237)
44,874,994

666,992
(18,485,747)

(2,811,142)
(329,055)

(1,600)
(304.009)

23,610,433

4.35'.50"

814.691

53,046,231
(8.171?37)
44,874,994

666,992
(18,485,747)
(7,811,142)

(329,055)
(1,600)

(304,009)

23,610,433

10.05'4.67'14,691

Nate: Return on Rate Base in column (I) is calculated by using Ttual Operating lacome divided by Total Rate Base.
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Water Opcrntions

Audit Exhibit DFS-2

~Descri lion

Service Revenues - tyater
Miscellaneous Revenues
Uncogectible Accounu

Application
Pcr

Books
5

2 644 085
93278

(23 460)
2.713,903

(2)
Accounting

Pro Forms

16,523 (A)
(25 921) (B)

5.592 (C)
(3,806)

G)
After

Accounting dt
Pro Forms

1 660 608
67,357

(17.868)
2,710,097

(4)

Applicant's
Proposed
Increase

5

678,631 (DD)
12,138 (EE)
(4,525) (FF)

686244

(5)
After

Applicant's
Proposed
Increase

5

3,339439
79,495

('sg 393)
3.396341

Salaries and Wages
Purchased Power
Purchased tVater - Pass Thmugh
Maintenance ond Repair
Maintenance Testing
Mctcr Reading
Chemicals
TmasporLltlun
Operating Expense Charged to Plant
Toml

510,194
100,580

(5,970)
145,720
55,631
20,071

115,893
89 371

(157.790)
873,701

(122,340) (D)
(1,784) (E)

0
255,326 (F)
(24,341) (G)

(465) (II)
(4,684) (I)

(24,604) (J)
80,589 (K)

157,697

387,854
98,796
(5,970)

401,046
31 190
19,606

I I 1 209
64,768

(77201)
1.031.398

387,854
98,796
(5,970)

401,046
31,290
19,606

111 109
64,768

(77201)
1,031,398

Salaries nnd Wages
Ollice Supplies 8: Other Ogicc Expense
Regulatory Commission Expense
Pension A Other Benefits
Rent
Insumnce
OAice Utilities
Outside Services -Other
Misccganeous
Total

Depreciation
Amonization ol'CIAC
Taxes Other Than Income
Income Taxes - Smte R Fedeml
Amortization of Investment Tax Credit
Amortization of plant Acquisition Adjustment
Total

231,933
111 102

18,678
144,207

858
74,989

122,900
59,525
(1,135)

763,057

415,964
(116 154)
537,715
68,662
(3,729)
(4,673)

897,685

14,960 (L)
(7286) (bl)
32 806 (N)

(12 691) (0)
0
0

(3,097) (P)
(23,732) (Q)

(987) (R)
(27)

(76,115) (8)
(935) lf)

60 (U)
(75357) (V)

0
0

(152 147)

246,893
103,816
51,484

131,516
858

74,989
119,803
35,793
(2.122)

763,030

339,849
(117,189)
537,775

(6,595)
(3,729)
(4,673)

745,438

0
0

6,609
259,960

0
0

266,569

(GG)
(I IU)

246,893
103,816
51,484

131,516
858

74,989
119,803
35,793
(2 122)

763,030

339,849
(117,189)
544,384
253,365

(3,729)
(4.673 I

1.012.007

Interest During Construction
Customer Gmwth

Net Income for Return

2,534,443

179,460

(5,125)
0

184.585

5.423

(9 1's9)

5,125 ()V)
1,390 (X)

(12,964)

2.539.866

170's31

0
1,390

171 611

266 569

419,675

0
3,428

423.103

2,806,435

589,906

0
4,818

594.724

Gross Plantin Service
Accumulated Depmciation
Net Plant in Service
Cash Working Capital
Conlributions in Aid of Consuuction
Accumulated Delened Income Taxes
Customer Deposits
Advances in Aid of Construction
Plant Acquistion Adjustment

18 302 565
(3.593.187)
14,709,378

204,595
(6,487,854)
(1,184,334)

(138,631)
(800)

(158191)

(2,837,906) (Y)
1.009,019 (Z)

(1,828,887)
19,709 (AA)

(935) (DB)
0
0
0
0

15,464,659
(2.584,168)
12,880,491

224,304
(6,488,7 89)
(1,184,334)

(138,631)
(800)

(158291)

15,464,659
(2,584,168)
12,880,491

224304
(6,488,789)
(1,1840 34)

(13 8,63 I )
(800)

(158291)

Total Rate Duse

Return on Rate Bnsc

6,944,063

2.58%

-8. 19%

( 1.8 10.1 1 3) 5.133,950

3.34%

41.20%

406.798 (229,648) (CC) 177,150

Note: Return on Rate Base in column ( I) is calculated by using Toml Operating Income divided by Total Rate Base.

5,133,950

11.58%

177,150
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Operating Experience, Rulc Base ond Rnlcs of Return
For thc Test Ycnr Ended December 31, 2012

Scwcr Operations

Audit Exhibit DFS-3

~Dcscrl tion

Application
Per

Books
5

(2)
Accounting

&
Pro Forms

(3)
After

Accounting &
Pro Formn

(4)

Appgcant'
Proposed
Incrcnsc

5

(5)
After

Applicant's
Proposed
Incrcnsc

5

Service Revenues - Sewer
Miscclhneous Revenues
Uncogmtible Accounls

5,635,912
128,127
(31 114)

5.731.815

12,317
14,867
(5.708)
21,476

(A)
(B)
(C)

5,648429
142,994
(37,932)

5.753291

1,481$81 (DD)
26.742 (EE)
(9,880) (FF)

1,498,543

7,129,910
169,736
(47 811)

7251.834

Salaries and IVages
Purchased Power
Purchased Scwcr - Pass Through
Maintenance and Repair
Maintenance Testing
Meter Reading
Chemtcsls
TmnsporLltloa
Operating Expense Charged to Plant
Total

700,805
493,158
(78,591)
771,600

43,884
27,569

159,192
111,761

(216,741)
1 023 637

(168,046)
0
0

555,624
(901)
(638)

(6,434)
(20,536)
110,697
469.766

(D)
(E)

(F)
(G)
(I I)
(I)
(3)
(K)

532,759
493,158
(78,591)

1,327 'z24

42,983
26,93 I

151 758
102325

(106,044)
2,493,403

532,759
493,158
(78,591)

1,327 224
42,983
26,931

151 758
102,225

(106,044)
2,493,403

Salaries nnd Wages
Oflice Supplies & Other OAicc Expense
Regulatory Commission Expense
Pension & Other Benefits
Rent
Insurance
OAice Utilitics
Outside Services Other
Misceganeous
Tolal

318,585
183,619
15 657

198,083
1,178

103,005
168,817
81,764
(1,559)

1,079,149

20,548
(41,016)
45,063

(17 431)
0
0

(4 "54)
(31 598)

(1.356)
(31,045)

(L)
(M)
(N)
(O)

(p)
(Q)
(R)

339,133
141 603
70,720

180,651
1,178

103,005
164.563
49,166
(1 915)

1.048,104

339,133
141 603
70.720

180,651
1,178

103.005
164,563
49,166
(1 915)

1.048.104

Dcpmeiatlon
Amonization ofCIAC
Taxes Other Than income
Income Taxes - State & Federal
Amonization of investment Tax Credit
Amortization of plant Acquisition Adjustmcnt
Tolal

768,564
(114,627)
738,608

94,315
(5,123)
(5,189)

1366.548

(56,161)
(541)

19,643
33,419

0
0

(3,640)

(S)
(T)
(U)
(V)

712,403
(125 168)
758 151

127,734
(5,123)
(5,189)

1.362.908

0
0

14,432
567,673

0
0

582,105

(GG)
(IIII)

712,403
(215 168)
772,683
695,407

(5,123)
(5.189)

1,945,013

Interest During Consuuction
Customer Growth

4,469,334

I 162,481

(7,040)
0

1269.521

435.081

(413,605)

7,040 (VV)

5,734 (X)

(414,911)

4,904,415

848,876

0
5.734

854.610

582,105

916,438

0
6,190

922,628

5.486,520

1,765,3 14

0
I 1,924

1,777&38

Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Cash Working Capital
Contributions in Aid of Construmion
Accumulated Defened Income Taxes
Customer Deposits
Advances in Aid ol'Constmction
Plant Acquisition Adjustment

38,945,956
(6.409.908)
32,536,048

387,849
(12,064,634)

(1,626,808)
(190,424)

(800)
(145,718)

(1,364384)
821 839

(541,545)
54,839
67,676

0
0
0
0

(Y)
(Z)

(AA)
(BB)

37,581572
(5,5873)69)
31,994503

441 688
(11,996,958)

(I 616 808)
(190,424)

(800)
(145,718)

37581,572
(5.587,069)
31,994,503

442,688
(11,996,958)

( I 616 808)
(190,424)

(800)
(145,718)

Total Rnte Base

Return on Rotc Base

18,895,513

6.68%

12.40%

(419,0301 18,476,483

4.63%

3.77%

558.780 78,761 (CC) 637.541
Note: Return on Rate Base in column ( I) is calculated by using Toml Operating Income divided by Total Rate Base.

18,476,483

9.62%

15.72%

637,541
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Explanation of Accounting and Pro Forms Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$ $
Combined Water
0 erations 0 erations

$
Sewer

0 erations

Accountin aad Pro Forma Ad ustmcnts

(A) Service Rcvcnucs

I To adjust service revenu«s to reflect test year customer billings.

Per ORS

Per CWS

28,840

15,892

16,523

29,392

12,317

(13,500)

(B) Misccllnncous Revcnum

2 To adjust miscellaneous revenues to rellect increase in late payments,
notilication fees and other revenues.

Per ORS

Per CWS

(11,054) (25,921) 14,867

(C) Uncollectible Accounts

3 To adjust uncollectible accounts to reflect accounting and pro forms
adiustments to service revenues.

Per ORS

Per CWS

(116)

(184)

5,592

(261)

(5,708)

77

(D) Salaries n )Vases

4 To annualize operators'alaries for the test year.

Per ORS

Per CWS

(290,386)

(146,411)

(122,340)

(78,637)

(168,046)

(67,774)

(E) Purchnsed Potvcr

5 The Company proposes to adjust purchased power in direct correlation
with annualized revenues.

Per ORS

Per CWS (63) 1,118 (1,181)
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Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$
Combined
0 erations

$

Water
0 erations

$
Sewer

0 erations

6 ORS proposes to remove purchased power associated with Indian
Pines wells no longer used and useful.

Per ORS

Per CWS

(1,784) (1,784)

Total Per ORS

Total Per CWS

(1,784)

(63)

(1,784)

1,118 (1,181)

(F) Maintenance nnd Repair

7 ORS proposes to reduce expenses for nonallowable items.

Per ORS

Per CWS

(33,251) (16,793) (16,458)

8 ORS proposes to remove maintenance and repairs associated with
Indian Pines wells no longer used and useful.

Per ORS

Per CWS

9 ORS proposes to reclassify as expenses, items improperly capitalized.

(1,463) (1,457) (6)

Per ORS

Per CWS

846,864 273,576 573,288

10 ORS proposes to capitalize items improperly expensed.

Per ORS

Per CWS

(1,200) (1,200)

Total Per ORS

Total Per CWS

810,950 255,326 555,624

(G) hlnlntcnnncc Testing

11 ORS proposes to reduce expenses for nonallowable items.

Pcr ORS

Per CWS

(23,037) (22,138) (899)
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Explanation of Accounting and Pro Forma Adjustments
For thc Test Year Ended December 31, 2012

Descri tion

$ $

Combined Water
0 erations 0 erations

$
Setver

0 erations

12 ORS proposes lo remove maintenance lesting associated with Indian
Pines wells no longer used and usefuL

Per ORS

Per CWS

(2,205) (2,203) (2)

Total Per ORS

Total Per CWS

(25,242) (24,341) (901)

(H) Meter Reading

13 ORS proposes to reduce expenses for nonallowable items.

Per ORS

Per CWS

(1,103) (465) (638)

(I) Chemicals

14 The Company proposes to adjust chemicals in direct correlation with
annualized revenues.

Per ORS

Per CWS 907 1,288 (381)

15 ORS proposes to reduce expenses for nonallowable items.

Per ORS

Per CWS

(11,064) (4,661) (6,403)

16 ORS proposes to remove chemicals associated with Indian Pines wells
no longer used and usefuL

Per ORS

Per CWS

(54) (23) (31)

Total Per ORS

Total Per CWS

(11,118) (4,684) (6,434)

907 1,288 381)

(J) Traasportation

17 To adjust for allocated transportation expense including fuel and auto
repairs.

Per ORS

Per CWS

(45,140) (24,604) (20,536)

(46.088) (25,500) (20.588)
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Explanation of Accounting and Pro Forms Adjustmcnts
For tbc Test Year Ended December 31, 2012

Descri tion

$ $

Combined Water
0 erations 0 erations

$
Server

0 erations

(K) Operating Expcnscs Charged to Plant

18 To adjust operating expense charged to plant (capitalized time) for
actual salary expenses and associated taxes and benefits.

Per ORS

Per CWS

191,286

44,221

80,589

42,793

110,697

1,428

C

(L) Salaries & Wages

19 To annualize oAice salaries for the test year.

Per ORS

Per CWS

35,508

40,855

14,960

14,191

20,548

26,664

(M) Office Supplies dr Other Office Expcnsc

20 To remove DHEC fines and penalties.

Per ORS

Per CWS

(31,009)

(31,009)

(31,009)

(31,009)

21 ORS proposes to reduce expenses for other nonallowable items.

Per ORS

Per CWS

(17,293) (7,286) (10,007)

Total Per ORS

Total Per CWS

(48,302)

(31,009)

(7,286) (41,016)

(31,009)

(N) Regulatory Commission Expense

22 To amonize current and unamortized prior rate case expenses over a
three-vear oeriod.

Per ORS

Per CWS

77,869

340,359

32,806

143,385

45,063

196,974

(0) Peasion dr Other Bcnclits

23 To annualize pension and other benefits associated with the adjusted
test year salaries.

Per ORS

Per CWS

(30,123)

(7,135)

(12,691)

(5,580)

(17,432)

(1,555)
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Explanation of Accounting and Pro Forms Adjustments
For the Test Year Ended December 31, 2012

Dcscri tion

$

Combined
0 erations

$

Water
0 erations

$
Seiver

0 erations

(P) Office Utilities

24 ORS proposes to reduce «xpenses for nonallowable items.

Per ORS

Per CWS

(7,351) (3,097) (4,254)

((2) Outside Services - Other

25 ORS proposes to n:duce expenses for nonallowable items.

Per ORS

Per CWS

(9,969) (4,200) (5,769)

26 ORS proposes to capitalize items improperly expensed.

Per ORS

Per CWS

(46,361) (19,532) (26,829)

Total Per ORS

Total Per CWS

(56,330) (23 732) (32,598)

(R) Miscellaneous

27 The Company proposes to include an adjustment for a Leak Mitigation
Program.

Pcr ORS

Per CWS 42,507 13,687 28,820

28 ORS proposes to reduce expenses for nonallowable items.

Per ORS

Per CWS

(2,343) (987) (1,356)

Total Per ORS

Total Per CWS

(2,343)

42,507

(987)

13,687

(1,356)

28,820

(S) Depreciation Expcnsc

29 To annualize depreciation expense for known and measurabl«plant in
service. See Audit Exhibit DFS-5.

Per ORS

Per CWS

( t 32,276)

22,500

(76,115)

(12,006)

(56,161)

34,506
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Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$ $

Combined Water
0 crations 0 erations

$
Sewer

0 erations

(T) Amortization o& Con trlhutloas ln Aid o& Construction (CIAC)

30 To annualize the amortization ofCIAC cxpcnse. See Audit Exhibit
DFS.5.

Per ORS (1,476) (935) (541)

Per CWS

(U) Taxes Other Than Income

(7,520) (4,325) (3,195)

31 To adjust payroll taxes associaled with tht, adjusted test y«sr salarim.

Per ORS

Per CWS

(4,440)

23,836

(1,871)

8.384

(2,569)

15,452

32 ORS proposes to rcmove property taxes associated with Indian Pince
wells no longer used and useful.

Per ORS

Per CWS

(1,782) (751) (1,031)

33 To adjust gross receipts and utility/commission taxes ager the
accounting and pro forms adjustments using a I'actor of .00963081
(.003 for SCDOR and .00663081 for PSC/ORS ).

Per ORS

Per CWS

25,925

149

2,682

275

23,243

(126)

Total Per ORS

Total Per CWS

19,703

23,985

60

8,659

19,643

15,326

(V) Income Taxes

34 To adjust state and federal income taxes aAer accounting and pro
forms adiustments. See Audit Exhibit DFS-6.

Per ORS

Per CWS

(41,838)

(30,854)

(75,257)

(92,390)

33,419

61,536

(3V) Intcrcst During Constructioa (IDC)

35 To eliminate IDC for rate making purposes.

Per ORS

Per CWS

12,165

12,165

5,125

5,125

7,040

7,040



Audit Exhibit DFSA
7 of 9

Carolina Water Service, inc.
Docket No. 2013-275-WS

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$

Combined
0 erations

$
Water

0 erations

$
Sewer

0 erations

(X) Customer Growth

36 To adjust for customer growth aller the accounting and pro forms
adjustments. The growth factors of 0.81667",for water and 0.67547'A
for sewer were computed by the Water and Wastewater Department.

Per ORS

Per CWS

7,124 1,390 5,734

(Y) Gross Plant In Scrvicc

37 To adjust plant in service for prior rate case adjuslments not made by
the Company, nonallowable items, recalculated capitalized time and
retirements as of December 31, 2012.

Per ORS

Per CWS

(3,869,198) (1,807,061) (2,062,137)

(223,885) (94,004) (129,881)

38 To adjust gross plant in service for net pro forma addttions occurring
sacr the test year.

Per ORS

Per CWS

1,604,813

3,217,848

93,140 1,511,673

349,488 2,868,360

39 To remove excess book value in accordance with pr«vious
Commission orders.

Per ORS

Per CWS

(1,937,905)

(718,143)

(1,123,985)

(416,810)

(813,920)

(301,333)

Total Per ORS

Total Per CWS

(4,202,290)

2,993,963

(2,837,906)

255,484

(1,364,384)

2,738,479

(Z) Accumulntcd Depreciation

40 To adjust accumulated depreciation for pro forms plant additions,
retirements, nonallowable items and recalculat«d capitalized time, as
well as, depreciation for vehicles and computers.

Per ORS

Per CWS

542,702

603,487

261,309

137,314

281,393

466,173
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Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$
Combined
0 erations

$

Water
0 erations

$
Sesver

0 erations

41 To remove accumulated amortization of excess book value in
accordance with previous Commission orders.

Per ORS

Per CWS

1,289,156 747,710 541,446

Total Per ORS

Total Per CWS 603,487 137,314 466 173

1,831,858 I 009,019 822 839

(AA) Cnsh 'lvorklna Cnpltal

42 To adjust cash working capital sacr accounting and pro forms
adjustments. See Audit Exhibit DFS-7.

Per ORS

Per CWS

74,548 19,709 54,839

29,767 13,343 16,424

(BB) Contributions in Aid of Construction (CIAC)

43 To adjust CIAC to reflect the amortization ofCIAC expense as a result
of ORS Adjustment 31 and the CIAC to Revenue adjustment made in
Docket No. 201147-WS.

Per ORS

Per CWS

66,741

74,210 3,391 70,819

(935) 67,676

(CC) Intcrcst Expense

44 To adjust interest on debt using a 52.44% and 47.56% debt to equity
ratio and 6.58% cost ofdebt. ORS computed allowable interest
expense sacr accounting and pro Iorma adjustments. See Audit
Exhibit DFS-8.

Per ORS

Per CWS

(150,887)

32,513

(229,648)

(166,588)

78,761

199,101

(DD) Service Rcvcnucs

45 To adjust water and sewer service revenues for ORS's recalculation of
the Company's proposed rate increase.

Per ORS

Per CWS 2,107,706 656,352 1,451,354

2,160,312 678,631 1,481,681
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Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2012

Descri tion

$

Combined
0 erations

$
Water

0 crations

$
Sewer

0 erations

(EE) Miscennncous Rcvenucs

46 To adjust miscellaneous revenues for ORS's recalculation of the
Company's proposed rate increase.

Per ORS

Per CWS

38,880 12,138 26,742

(FF) Uncollectible Accounts

47 To adjust for uncollectible accounts associated with the Company's
proposed rate increase.

Per ORS

Per CWS

(14,405) (4,525) (9,880)

(14,121) (5,823) (8,298)

(GG) Taxes Other Tbnn Income

48 To adjust gross receipts and utility/commission taxes associated with
the Company's proposed increase using a factor of.00963081 (.003 for
SCDOR and.00663081 for PSC/ORS ).

Per ORS 21,041 6,609 14,432

Per CWS 19,720 6,141 13,579

(HH) Income Taxes

49 To adjust state and federal income taxes associated with the
Company's proposed increase. See Audit Exhibit DFS 6.

Per ORS

Per CWS

827,633

793,253

259,960

246,478

567,673

546,775

(I I) Customer Growth

50 To adjust for customer growth oner the proposed increase. The growth
factors of 0.81667",for water and 0.67547% for sewer were computed
by the Water and Wastewater Department.

Per ORS

Per CWS

9,618 3,428 6,190



Carolino Water Service, Inc.
Dcprcciation nnd Amortization Expense Adjustmcnts

Docket No. 2013-275-3VS
For tbe Test Year Ended December 31, 2012

Audit Exhibit DFS-5

Dc recintion Ad ustment
Gross Plant @ 12/31/12
Add:

Nct Plant Adjustment @ I I/05/13
Less:

Organization @ 12/3 I /12
Land @ 12/31/12
Vehicles  12/31/12
Computers @ 12/31/12
Northbrook Allocated Plant @ 12/31/12

Combined~O
57,248,521

(4,202,290)

110,429
275,698
648,703

1,839,483
729,447

)Vater

18,302,565

(2,837,906)

82,784
185,696
245,913
774,912
307,316

Sewer~D
38,945,956

(1,364,384)

27,645
90,002

402,790
1,064,571

422,131

Net Plant

Plant Depreciation @ 1.5% (66.67 years)

49,442,471

741,637

13,868,038

208,021

35,574,433

533,616

Vehicles @ 12/31/12
Less: Fully Depreciated Vehicl«s
Net Vehicles

Vehicle Depreciation @ 16.67% (6 years)

648,703
244,910
403,793

67,312

245,913
82,558

163,355

27,231

402,790
162 352
240,438

40,081

C~om uters @ 12/31/12
Less: Fully Depreciated Computers
Net Computers

Computer Depreciation tB. 12.558 (8 years)

1,839,483
0

1,839,483

229,935

774,912
0

774,912

96,864

1,064,571
0

1,064,571

133,071

Indian Pines Extraordinary Retirement
AmoAization 6.67% (15 years)

54,441
3,631

54,441
3,631

Northbrook Allocated Plant @ 12/31/12
Add: Northbrook Plant Depreciation

729,447
9,737

307,316
4,102

422,131
5,635

Total Depreciation

Less: Per Books Depreciation

ORS Dcpreciatioa Expense Adjustmcnt

Company's Depreciation Expense Adjustment

Amortization of CIAC Ad ustmcnt
Gross CIAC tB 12/31/12
Less: CIAC to Rev«nue (Docket 2011-47-WS)
ORS Adjusted CIAC

1,052,252

1,184,528

(132,276)

22,500

(22,895,480)
71,713

(22,823,767)

339,849

415,964

(76,115)

(12,006)

(7,812,598)
0

(7,812,598)

712,403

768,564

(56,161)

34,506

(15,082,882)
71,713

(15,01 1,169)

CIAC Amortization Q 1.5% (66.67 years)

Less: Per Books Amortization of CIAC

ORS Amortizntlon of CIAC Adjustment

Company's Amortization ofCIAC Adjustment

(342,357)

(1,476)

(7,520)

(117,189)

.2 ui

(935)

(4325)

(225,168)

(224,627)

(541)

(3,195)



Carolina 3Vntcr Service, Inc.
Docket No. 2013-275-3VS

Computation of income Taxes
For thc Test Year Ended Dcccmbcr31, 2012

After Accountin & Pro Forma Ad ustments

Audit Exhibit DFS-6

Operating Revenues
Operating Expenses

Net Operating Income Before Taxes
Less: Annualized Inlerest Expense

Taxable Income - State
State Income Tax YD

$
Combined

8,463,388
7,331.994

1,131,394
814,691

316,703
5.01D

5
)Voter

~D
2,710,097
2,550,190

159,907
177,150

(17,243)
5.0"

5
Sewer

5,753,291
4,781,804

971,487
637,541

333,946
5.0"

State Income Taxes
Less; State Income Taxes Per Book

15,835
28,004

(862)
11,798

16,697
16,206

ORS Adjustmcnt to State Income Tnxcs

Taxable Income - Federal
Federal Income Taxes '~

Federal Income Taxes
Less: Federal Income Taxes Per Book

ORS Adjustmcnt to Fcdcrnl Income Taxes

ORS Total Adjustment to Income Taxes

(12,169)

300,868

35.0'05,304

134,973

(29,669)

(41,838)

(12,660)

(16,381)
35,01D

(5,733)
56,864

(62,597)

(75,257)

491

317,249
35 ODD

111,037
78,109

32,928

33,419

Operating Revenues
Operating Expenses

Net Operating Income Before Taxes
Less; Annualized Interest Expense

Taxable Income - State
State Income Tax '/

After A licant's Pro used Incrcasc
5

Combined
~D

10,648,175
7,353,035

3,295,140
814,691

2,480,449
5.056

5
)Voter

3,396,341
2,556,799

839,542
177,150

662,392
5P I

5
Sewer

~D
7,251,834
4,796,236

2,455,598
637,541

1,818,057
5 PDD

State Income Taxes
Less: Stale Income Taxes As Adjusted

124.023
15,835

33,120
(862)

90,903
16,697

ORS Adjustmcnt to Slate Income Taxes

Taxable Income - Federal
Federal Income Taxes 4

Federal Income Taxes
Less: Federal Income Taxes As Adjusted

ORS Adjustmcat to Fcdcral income Taxes

ORS Total Adjustmcnt to Income Taxes

108,188

2,356,426
35.0DD

824,749
105,304

719,445

827,633

33.982

629 272
35.0DD

22P 245
(5,733)

225,978

259,960

74,206

1,727,154
35.0'/o

604,504
111,037

493.467

567,673



Audit Exhibit DFS-7

Carolina Water Service, Inc.
Docket No. 2013-275-WS

Cash Working Capital Allowance
For the Test Year Ended December 31, 2012

After Accountin & Pro Farms Ad'ustments

Maintenance Expenses
General Expenses

Total Expenses for Computation

Allowable Rate

Computed Cash Working Capital

Less: Cash Working Capital - Application Per Books

ORS Cash Working Capital Adjustment

Company's Cash Working Capital Adjustment

5
Combined

~O

3,524,801
1,811,134

5,335,935

12.50%

666,992

592,444

74,548

29,767

5
Water~Oil
1,031,398

763,030

1,794,428

12.50%

224,304

204,595

19,709

13,343

5
Sewer

~O

2,493,403
1,048,104

3,541,507

12.50%

442,688

387,849

54,839

16,424
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DIRECT TESTIMONY OF 1 
 2 

DR. DOUGLAS H. CARLISLE 3 
 4 

FOR 5 
 6 

THE OFFICE OF REGULATORY STAFF 7 
 8 

DOCKET NO. 2013-275-WS 9 

IN RE:  APPLICATION OF CAROLINA WATER SERVICE, INCORPORATED FOR 10 

ADJUSTMENT OF RATES AND CHARGES AND MODIFICATION OF CERTAIN 11 

TERMS AND CONDITIONS FOR THE PROVISION OF WATER AND SEWER 12 

SERVICE 13 

 14 

 15 
 16 

Q. WOULD YOU PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND 17 

YOUR BUSINESS EXPERIENCE? 18 

A.  I received a Bachelor of Arts from Brown University, a Masters Degree in Public 19 

Administration and a Ph.D. in Government and International Relations, both from the 20 

University of Virginia.  I have previously testified before the Public Service Commission 21 

of South Carolina concerning rate of return.  I am a Certified Rate of Return Analyst.  22 

After graduate school, I was employed as an evaluator and evaluator-in-charge for about 23 

seven years at the United States Government Accountability Office in Washington, D.C.  24 

After leaving the GAO, I worked as a market consultant and instructor at Midlands 25 

Technical College in South Carolina.  Next, I began my employment with the State of 26 

South Carolina at the State Reorganization Commission, which functioned as an audit 27 

follow-up entity.  I moved to my next position with the South Carolina House Education 28 
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& Public Works Committee.  Before joining ORS, I worked five years for the State Chief 1 

Economist as an analyst in the Economist Research Section and as an adjunct to the 2 

Board of Economist Advisors.  I assumed my current position at ORS in 2005.   3 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 4 

A.  My purpose is to recommend the appropriate range for return on equity for 5 

Carolina Water Service, Inc. (“CWS” or “the Company”).  I will present my conclusions 6 

and their bases for the appropriate return on equity for CWS.   7 

Q. WHAT STANDARDS GOVERN RATE OF RETURN? 8 

The Supreme Court of the United States set standards in two landmark decisions.  9 

In the first case, involving a water company, the Court declared: 10 

A public utility is entitled to such rates as will permit it to earn a return on 11 
the value of the property which it employs for the convenience of the 12 
public equal to that generally being made at the same time and in the same 13 
general part of the country on investments in other business undertakings 14 
which are attended by corresponding risks and uncertainties; but it has no 15 
constitutional right to profits such as are realized or anticipated in highly 16 
profitable enterprises or speculative ventures.  The return should be 17 
reasonably sufficient to assure confidence in the financial soundness of the 18 
utility and should be adequate, under efficient and economical 19 
management, to maintain and support its credit and enable it to raise the 20 
money necessary for the proper discharge of its duties.1 21 
 22 

This decision, the Bluefield decision, was later reinforced by the decision in 23 

another case, Federal Power Commission v. Hope Natural Gas Company: 24 

The fixing of “just and reasonable” rates, involves a balancing of the 25 
investor and consumer interests….  From the investor or company point of 26 
view it is important that there be enough revenue not only for operating 27 
expenses but also for the capital cost of the business.  These include 28 
service on the debt and dividends on the stock…..  By that standard the 29 
return to the equity owner should be commensurate with returns on 30 
investments in other enterprises having corresponding risks.  That return, 31 

                                                           
1 Bluefield Water Works & Improvement Company. v. Public Service Commission of West Virginia, 262 U.S. 679, 
692-3 (1923). 
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moreover, should be sufficient to assure confidence in the financial 1 
integrity of the enterprise, so as to maintain its credit and attract capital.2 2 
 3 

 4 
Q. DOES CWS HAVE TRADED COMMON STOCK? 5 

A.  No, its stock is entirely held by Utilities, Inc. of Northbrook, Illinois, which also 6 

has no publicly traded stock.  Utilities, Inc. was purchased by Corix Utilities in 2012. 7 

Corix is owned by the British Columbia Investment Management Corporation. 8 

Q. IF NEITHER THE COMPANY NOR ITS PARENT HAS TRADED STOCK, HOW 9 

DID YOU PERFORM YOUR ANALYSIS TO RECOMMEND A RETURN ON 10 

EQUITY? 11 

A.  To develop a fair rate of return recommendation for CWS, I evaluated the return 12 

requirements of investors on the common stock of two groups: publicly held water and 13 

sewerage service companies and a Comparable Earnings Model (“CEM”) group.  I then 14 

applied to the first group, two well-known and generally accepted methods for 15 

determining a recommended return on equity, the Discounted Cash Flow (“DCF”) Model 16 

and Capital Asset Pricing Methods (“CAP-M”).    17 

Q. WHY DID YOU EXAMINE DATA ON COMPANIES WITH TRADED STOCK? 18 

A.  First, CWS has asked for its rates to be determined using the rate-of-return on 19 

rate-base methodology.  Second, publicly traded water utilities are, after all, in the same 20 

line of business as CWS and so share similar risks.  Third, data is far more readily 21 

available about publicly traded companies, so it is practical to use them. 22 

Q. HOW DID YOU SELECT THESE COMPANIES AND GROUPS? 23 

                                                           
2 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944). 
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A.  For my DCF analysis I selected those companies classified as “water utilities” by 1 

Value Line or by Yahoo! Finance that engage in water distribution to customers and 2 

obtain most of their revenues from utility services, which include water and sewerage.  3 

For my CEM analysis I selected companies with comparable β’s to those of the 4 

companies in my DCF Proxy Group. 5 

Q. WHAT CAPITAL STRUCTURE DID YOU USE FOR YOUR ANALYSIS OF 6 

CWS? 7 

A.  I have adopted the structure stated by Mr. Dylan D’Ascendis in his Direct 8 

Testimony. I do not adopt the Company’s interest rate on Long-Term Debt because of the 9 

interest-only provision and higher-than-normal interest rate.  These considerations have 10 

led me to suggest an adjustment in the ROE for CWS, which I will discuss later in my 11 

testimony. 12 

Q. WHAT IS THE MOST IMPORTANT OVERALL CONSIDERATION IN 13 

DETERMINING AN APPROPRIATE RETURN ON EQUITY? 14 

A.  Determining comparability is the most important consideration.  Under the CEM, 15 

which I use, there is a set of assumptions about production and capital inputs.  Under all 16 

other models, there are various assumptions about risk, and these models all focus on 17 

adjusting risk to ascertain what companies are comparable to a regulated utility.  As a 18 

preliminary step, each of these risk-adjustment models identifies some benchmark or 19 

standard that is reasoned to be central to investors’ choices.  For example, under the DCF, 20 

the stream of benefits or cash-flow from dividends, is central.  Under the CAP-M, the 21 

Risk-Free Rate (“Rf”) takes center stage.  I will discuss these methods in more detail 22 

individually, later in my testimony. 23 
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Q. WHAT IS THE ROLE THAT ASSESSING RISK PLAYS IN ESTIMATING A 1 

FAIR RETURN FOR CWS? 2 

A.  For any regulated utility, one must determine the risk that the company faces in 3 

order to estimate a fair return.  An appropriate return reflects the return investors require 4 

to incur the risk that they face.  Economic principles dictate that the higher the risk, the 5 

higher the expected return.  So too, the lower the risk, the lower the required return.  A 6 

fair return, then, compensates investors proportionately to the risk they face.  A fair 7 

return balances investors’ and customers’ interests.  Too high a return places a burden on 8 

customers and over-rewards investors.  Too low a return places too high a burden on the 9 

utility. 10 

DCF Analysis 11 

Q. WHAT IS THE BASIS FOR THE DCF MODEL? 12 

A.  This model’s basic premise is that investors value stocks based on the stream of 13 

cash flows they can enjoy for the indefinite future and that the only certain flow of cash is 14 

the value of dividends received.  The DCF is a perpetuity, so cash must flow indefinitely; 15 

therefore, in the long run, dividend growth cannot exceed company growth.  If dividends 16 

were to grow faster than the underlying company growth, the dividend would eventually 17 

become unsustainable, and the model’s basic assumptions would be violated.  The growth 18 

in dividends, therefore, cannot exceed the growth in earnings.  In fact, all indicators of 19 

growth must, in the long run, grow at rates compatible with each other.  The DCF model 20 

is expressed by this formula: 21 

   K = D1/P0 + g;  22 
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where K = cost of equity capital (ROE); D1 = current yearly Dividends per Share 1 

(“DPS”); P0 = purchase price; and g = growth. 2 

Q. HOW DO YOU TAKE INTO ACCOUNT THE ASSUMPTIONS ABOUT 3 

GROWTH IN YOUR ANALYSIS? 4 

A.  There are several steps for applying the assumptions of the DCF Model.  Each 5 

strategy, in logical order, points to the next. 6 

First, the DCF is a long-term model, so some temporary departures from a 7 

straight-line estimate of ROE are to be expected.  This reasoning implies that having 8 

several indicators of growth is better than having just one.  My analysis uses four 9 

indicators: 1) Earnings per Share (“EPS”) (Exhibit DHC-2); 2) Book Value per Share 10 

(“BVPS”) (Exhibit DHC-3); 3) Revenue or Earnings (Exhibit DHC-4); and, 4) DPS 11 

(Exhibit DHC-5).   12 

Second, my analysis adheres to a steady-state model by using several periods to 13 

calculate historical trends and to dampen any temporary divergences.  This method 14 

provides a more reliable guide to long-term growth.  For that reason, I have used three- 15 

five- and ten-year averages/means and medians. This approach lessens the impact of any 16 

transient phenomena.  Such reasoning appeals to common sense.  For example, an 17 

investor would need some convincing evidence to believe that a company whose earnings 18 

and book value having been growing at 5% would suddenly grow at 25%.  On the other 19 

hand, true departures from the trend have to be recognized. 20 

Third, my approach recognizes the importance of analysts’ opinions.  Although it 21 

might seem that analysts make their living discovering new trends or departures from old 22 

ones, their predictions also moderate analyses based strictly on historical data and add 23 



Direct Testimony of Dr. Douglas H. Carlisle             Docket No. 2013-275-WS           Carolina Water Service, Inc. 

December 3, 2013                                                                                                                                                  Page 7 of 17 
 

some balance to the estimation of growth.  Investors know about analysts and may 1 

consult them and be influenced by estimates. 2 

Q. HOW DOES YOUR DCF ANALYSIS CONFORM TO THE MODEL WITH 3 

REGARD TO THE OTHER TERMS OF THE BASIC DCF EQUATION? 4 

A.  The term, D1/P0, finds a simple expression as Dividend Yield.  A very narrow 5 

interpretation of the formula would insist upon using a price from the previous year and 6 

determining the yearly dividend paid as of a year later.  Investors know about companies’ 7 

histories of dividend increases, however; and they expect increases if a company has a 8 

history of increasing dividends.  Companies announce their intention to maintain or 9 

increase their dividends during the year and price data tends to be an average of prices 10 

over time (as in Exhibit DHC-9), so the current dividend yield reflects what has happened 11 

leading up to the current moment.  Thus the problem with the dividend yield is not 12 

knowing what it is at a given moment, but rather that investors expect it to grow.  Since 13 

investors know that a company may announce an increase in its dividend in the upcoming 14 

twelve months after the dividend yield information is available, a simple convention to 15 

recognize such a possible increase is to multiply the yield by half-again the growth rate, 16 

producing this modified equation: 17 

  K = ([D1/P0]*(1+(½ g)]) + g  18 

  While this equation may seem to violate the assumptions of the DCF by having 19 

dividends outpace growth or by restricting dividends to a growth rate below companies’ 20 

growth rates, in fact it is consistent with the model.  Expectations of growth are simply 21 

applied to dividend yield in this equation.  Dividend yield is brought into balance with 22 

growth because expectations are incorporated into both parts.  The difference between 23 
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how expectations are incorporated is that, for growth, they are incorporated in the 1 

development of the “g” number, whereas, in the dividend yield, they are incorporated in 2 

the equation itself. 3 

Q. WHAT DOES YOUR DCF ANALYSIS INDICATE? 4 

A.  My DCF analysis indicates that the appropriate ROE for the Company is 9.56%.  5 

This number comes partly from increased future dividends and dividend yields, pushed 6 

by changes in capital gains and the steady rate of increase and forecasted rates of increase 7 

in Sales, BVPS, and EPS (Exhibit DHC-6).  I will highlight some notable features of the 8 

data. 9 

  One noteworthy aspect of the DCF results is the greater growth in DPS compared 10 

with the historical trend.  This result stands in sharp contrast to those for Sales, BVPS, 11 

and EPS.  It is consistent with DCF theory and common sense in that, if companies plan 12 

to increase dividends, they will have less money for other things.   13 

  Methodologically, as discussed earlier, the effect of using multiple periods 14 

dampens the recent three-year trend EPS, which would have produced excessively high 15 

ROE’s, had it been used alone.  This observation fits the pattern of recovery from 16 

recession and depressed earnings, more severe in non-regulated companies, but present in 17 

regulated water companies, too. The long-term growth is slower than the short-term 18 

growth.  The latter shows a sudden jump, and the median result shows that the greatest 19 

jumps come from the larger companies.  The two largest companies, American States 20 

Water and American Water Works, have the highest gains in EPS, followed by SJW 21 

Corporation and another large company, Aqua America.  All of these EPS results are 22 

shown at Exhibit DHC-2, p.2 of 3.  23 
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CEM Analysis 1 

Q. WHAT IS THE BASIC PREMISE OF THE CEM? 2 

A.  This Model focuses on the costs of goods and services that generate earnings.  For 3 

this reason, CEM analyses look at changes in book value.  Changes in book value 4 

indicate a greater capacity to produce.   5 

  The logic of CEM is analogous to that of the DCF.   The change in book value 6 

comes from the store of value in retained equity.  With prudent management and no 7 

revolutionary developments, the greater the book value of a company, the greater its ROE 8 

should be. 9 

Q. WHAT ARE THE MAJOR CONSIDERATIONS IN IMPLEMENTING THE CEM 10 

AND HOW DID YOU ADDRESS THEM? 11 

A.  The Model does not indicate a single approach to ascertaining what is comparable 12 

and so analyses often look at great quantities of data over long periods of time.  Analyses 13 

may use whole sectors of the economy, several sectors of the economy, or even stock 14 

indices and show several decades of results.  While such approaches mitigate threats to 15 

the Model, there is no single standard for comparability. The lack of a benchmark makes 16 

conclusions from the data judgmental.  Although there is nothing wrong with applying 17 

judgment to interpret results, I have elected to use a more formulaic approach in order to 18 

make my analysis more transparent. 19 

  The standard I used to select comparable stocks was the range of β that Value 20 

Line provides for the companies in my DCF Proxy Group.  Leaving aside academic 21 

arguments about its predictive value, β has intuitive appeal because stocks whose prices 22 

vary in the same manner as those of traded water and water and sewer companies 23 



Direct Testimony of Dr. Douglas H. Carlisle             Docket No. 2013-275-WS           Carolina Water Service, Inc. 

December 3, 2013                                                                                                                                                  Page 10 of 17 
 

probably have something in common with regard to their earning capacity.  To further 1 

ensure comparability, I selected only stocks whose ten-year β’s did not stray very far out 2 

of the range of my DCF Proxy Group’s.  This approach produced a CEM Proxy Group 3 

that was fairly large – having 130 companies – and that covered several market sectors 4 

(Exhibit DCH-13). 5 

Q. HOW DID YOU APPLY YOUR RATIONALE AND PRECAUTIONS WITH 6 

REGARD TO THE CEM? 7 

A.  I determined the β’s of the utility companies’ stocks composing my DCF Proxy 8 

Group (Exhibit DHC-7).  I then used Value Line’s database to select companies whose 9 

current Value Line β’s fell within this range and eliminated companies in the financial 10 

services sector.  Removing financial companies was an application of judgment based on 11 

my conclusion that such companies would either lag the overall market or enjoy large 12 

rebounds due to the large role the financial sector played in the recession from which our 13 

country is still recovering.  Either lagging or surpassing otherwise comparable companies 14 

would make the financial companies atypical and reduce comparability. 15 

  Having obtained a variety of companies with comparable β’s, I examined the ten-16 

year β-ranges of the companies.  Since the overall market has a β of “1,” it is logical that 17 

the CEM Proxy Group should not contain any companies that were as risky as the overall 18 

market, so I eliminated any companies that had reached that level, which is .15 above the 19 

highest company in my DCF Proxy Group (Exhibit DHC-7).  I placed a ten-year β-floor 20 

of less than .15 below the lowest company in my DCF Proxy Group.  The selection 21 

procedures produced a CEM Proxy Group of 130 companies with many different lines of 22 

business among them.  23 
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Q. WHAT INFORMATION ABOUT THESE CEM PROXY GROUP COMPANIES 1 

DID YOU OBTAIN? 2 

A.  I obtained the ten-year book value growth for each company and the Value Line 3 

projected book value growth.  I then calculated my CEM results from this group, using 4 

several different procedures. 5 

Q. WHAT WERE THESE PROCEDURES AND WHY DID YOU USE THEM? 6 

A.  I first calculated the simple average or mean book value growth of the CEM 7 

Proxy Group, but I was aware that a few companies had rather extreme values.  As a 8 

precaution against allowing a few companies to exert too much influence on the 9 

calculation, I included the median of the values and then calculated the average of the 10 

mean and median growth in book value, for the historical ten-year period and for the 11 

predicted growth (Exhibit DHC-13).   12 

  As a defense against variation in book value growth among different levels of β, I 13 

divided the CEM Proxy Group into different β-ranges – stratifying the Group – by taking 14 

the mean and median of each range and then averaging the ranges.  I averaged the 15 

stratified and unstratified results.  To reflect the distribution of β’s within the DCF Proxy 16 

Group, I weighted the stratified results.  I averaged this result with the previous result. 17 

  The average of the historical and projected book value results is a 10.36% growth 18 

in book value.  The average of the stratified historical and projected book value results is 19 

10.28%.  These two results averaged together yield 10.32%.  The average of the weighted 20 

stratified calculation is 10.10%.  Averaging this number with 10.32% produces 10.21%, 21 

which is my CEM result (Exhibit DHC-13, p. 5 of 5).  It should be noted that 22 
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stratification receives more emphasis using my procedure as a means of ensuring 1 

comparability of the CEM companies to water companies with traded stock. 2 

Q. IS THIS METHODOLOGY BASED MOSTLY ON STRESSING THE 3 

IMPORTANCE OF β? 4 

A.  No.  Although β plays a major role in the analysis, the CEM Proxy Group 5 

contains a very wide diversity of companies, from Conagra to PetSmart and from 6 

Microsoft to Johnson & Johnson. The CEM is influenced by several sectors of business, 7 

each with its own characteristics apart from how its stocks co-vary with the market.  8 

Furthermore, this methodology stresses book value growth, as opposed to dividends or 9 

the hurdle- or risk-free-rate.   10 

Q. WHAT NOTABLE TRENDS DID YOUR CEM UNCOVER? 11 

A.  There were two notable trends: (1) as the data was stratified and weighted to 12 

reflect the DCF proxy group, the growth rate in book value declined and (2) future 13 

growth is less than past growth.  The first fact is generally consistent with the idea that β 14 

measures market risk, although there is some variation.  The second fact is consistent 15 

with my DCF input results (Exhibit DHC-3, pp. 2 and 3 of 3).  In the longer run, slower 16 

growth in book value should mean slower growth in earnings, although there should be a 17 

lag because past growth in book value indicates present and future growth in earnings. 18 

CAP-M Analysis  19 

Q. WHAT IS THE BASIC PREMISE OF THE CAP-M? 20 

A.  This model assumes that there is a knowable Rf, Market Rate of Return (“Rm”), 21 

and Equity Risk Premium (“ERP”).  In this respect, the CAP-M belongs to a family of 22 
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models and methods for which a risk premium is central.  The CAP-M uses the β statistic 1 

to adjust the ERP for the risk of particular companies, sectors, or even portions of 2 

companies. 3 

Q. HOW IS THE PREMISE REALIZED IN CAP-M ANALYSIS? 4 

A.  At the basic, general level, CAP-M uses the following formula: 5 

  K = Rf + (β * (Rm - Rf)), 6 

 Where K is ROE and the other notations are those I have discussed.  The innermost 7 

parentheses contain the ERP, which is adjusted for risk by β, with the assumption that all 8 

risks not captured by β can be diversified away. 9 

Q. WHAT ARE SOME OF THE ISSUES SURROUNDING THE CAP-M AND ITS 10 

APPLICATION? 11 

A.  There have been debates about whether β properly measures systematic risk, with 12 

some researchers finding that it does not and others finding that it does.  Some people 13 

have taken issue with whether β should be adjusted, which is not an issue with my 14 

analysis, since I use Value Line’s adjusted β’s.  Another set of issues turns on whether 15 

the Rm is properly measured by the source, Stocks, Bonds, Bills and Inflation, 2013 16 

(“SBBI”, a.k.a. “the Ibbotson book”) or whether different periods of time should be used.  17 

Within that debate is another one on whether to use the arithmetic mean (“simple 18 

average”) or the geometric mean (“compound annual growth rate”).  I use the latter 19 

because it reflects the long-term returns that stocks could have actually brought an 20 

investor. 21 

  Although those are the prominent debates, there is another issue concerning the 22 

third term of the CAP-M equation, Rf.  Although one could argue about whether highly 23 
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rated corporate bonds are truly risk-free or whether one should use longer- or 1 

shorter-term Treasury securities, such discussions are completely overshadowed by the 2 

question of whether actions by the Federal Reserve Board have masked or distorted 3 

market forces in such a way or to such a degree that the Rf has become unknowable while 4 

the current policy is in effect without any prospect of change.  There should be only one 5 

market risk-premium, which can be adjusted for individual companies’ risks, so it is 6 

essential to have confidence in the Rf benchmark. 7 

Q. DO YOU BELIEVE THAT THE ISSUE WITH THE Rf IN THE CAP-M HAS 8 

BEEN OVERCOME? 9 

A.  While it may have been a concern when the Federal Reserve initiated its “Twist” 10 

policy of buying long-term Treasury securities, I believe that this concern is rapidly 11 

disappearing.  My reasoning is threefold.  First, there are clear signs that the Federal 12 

Reserve’s policy is coming to an end, albeit a very gradual one, and there are definite 13 

market responses anticipating the end of the policy.  Second, it is possible that the policy 14 

will end sooner for longer-term securities than for shorter-term ones.  This second reason 15 

is that the “Twist” policy came about later than the initial intervention and the market has 16 

already anticipated an exit from it as demonstrated by the increasing steepness of the 17 

yield curve (see Exhibit DHC-11).  Since I consider the CAP-M to be more accurate 18 

when there is either notable interaction between idiosyncratic risk and β3 or in the 19 

long-run4, recent reactions to the mere possibility of a slowing of Federal Reserve 20 

purchases, sometimes called the “Taper,” indicate that it is not too soon to use the 21 

                                                           
3 “Beta Is Still Useful!”  a paper byYexiao Xu and Yihua Zhao, School of Management, The University of Texas at 
Dallas, November 2011 revision. 
4 Ravi Jagannathan and Ellen R. McGrattan, “The CAPM Debate,” Federal Reserve Bank of Minneapolis Quarterly 
Review, Vol. 19, No. 4, fall 1995, pp. 2-17. 
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CAP-M again.  The third indication that the Rf is now more knowable is that long-term 1 

Treasury rates have begun to rise (Exhibit DHC-11).   2 

Over four-fifths of the professional economists who were polled by Blue Chip 3 

responded that they thought the Taper would be announced at least by the March meeting 4 

of the Federal Open Market Committee.5 In other words, almost all of the economists 5 

thought that Quantitative Easing – the Federal Reserve’s purchasing of $85 billion per 6 

month in Treasury and mortgage-backed securities – would begin to end in the first 7 

quarter of 2014.  A decrease in purchases of Treasury securities by the Federal Reserve 8 

will decrease their price and increase their interest rates.  With higher governmental rates, 9 

the hurdle that corporate bonds will have to clear in order to attract investors will be 10 

higher, so it is likely corporate bond rates will rise, too.  For the CAP-M, the effect upon 11 

Treasury securities is the more important and more direct effect of the termination of 12 

Federal Reserve policy.  Market forces will once again set the Rf, and we will have a 13 

good idea of what the ERP is.  That the interest rates of Treasury bonds are already rising 14 

indicates the market is “pricing in” this upcoming change (Exhibit DHC-14, entire). 15 

Q. HOW DID YOU PERFORM YOUR CAP-M? 16 

A.  For the Rf I used the projected 30-year Treasury bond yield, using a projection 17 

from a poll of economists conducted by Blue Chip™.  This consensus forecast looks 18 18 

months into the future.  It is currently 4.2% (Exhibit DHC-8).  For the Rm, I used the 19 

compound average growth rate for stocks as published in SBBI.  I averaged the returns 20 

for the deciles of company size and obtained an average (geometric mean or compound 21 

annual growth rate) of 11.1% (Exhibit DHC-8).  The ERP is the difference of these two 22 

                                                           
5 Blue Chip Financial Forecasts, Vol. 32, No. 11, November 1, 2013, p.14. 
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numbers, or 6.9.  The median β for the water companies in my DCF Proxy Group is 0.70.  1 

When one multiplies 6.9% by 0.70, the result is 4.83, which is the risk-adjusted ERP.  2 

This step is necessary because not all equities are equally risky. It is, therefore, necessary 3 

to take into account how they vary with other equities, which is what β measures.  The 4 

calculation shows that a company comparable to CWS should receive 4.83 above the Rf, 5 

which is 9.03 (Exhibit DHC-8). 6 

Conclusion 7 

Q. WHAT IS THE RANGE OF YOUR RESULTS? 8 

A.  The top of my range is my CEM result, at 10.21 and the bottom of my range is 9 

9.03, which is my CAP-M result.  My DCF result was 9.56%.  The average of my results 10 

is 9.60%.  11 

Q. DO YOU HAVE A RECOMMENDATION WITHIN YOUR RANGE, BASED ON 12 

ANY SPECIAL CONSIDERATIONS THAT YOU BELIEVE APPROPRIATE 13 

FOR EVALUATING YOUR RANGE? 14 

A.  I suggest that more weight be placed on the bottom half of the range.  The parent 15 

company undertook an expensive form of debt at rates that were above the market at the 16 

time the debt was incurred and has shown no inclination to dilute that expensive rate.   17 

Utilities, Inc. cannot escape the debt by paying off earlier without being required to make 18 

the lenders whole immediately, and it has chosen to make significant payments by having 19 

an interest-only phase of the loan.  Undoubtedly, some portion of what the Company’s 20 

customers pay in their bills goes to pay the excessive interest incurred by the parent 21 

company.  Since the risk posed by this high rate did not arise because of any actions of 22 
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CWS, CWS’s customers should not have to pay for it.  Accordingly, I recommend the 1 

lower half of my range.   2 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 3 

A.  Yes, it does. 4 
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Office of Regulatory Staff
Economic Overview

Carolina Water Service, Inc.
Docket ¹2013-275-8'S

A Review of Some Major Events of the Recession and Recovery

Over the past five-and-a-half years, the United States has experienced dramatic economic

changes. The landmark for these changes was the March 2008 insolvency of Bear Steams. The firm's

hedge funds held subprime mortgages with large losses, leading to its sale to J. P. Morgan Chase. The

trouble spread to major Wall Street firms that had loaned money on the basis of assets that turned out to

be worth less than thought. Falling prices of houses and equities reduced the wealth of households and

created uncertainty about the economy. The S&P 500 Index fell as much as 50% during 2008 and

housing prices fell 13% in the twelve-month run-up to the recession. A large number of banks and other

financial institutions had balance sheets that were suddenly deemed untrustworthy because they reflected

holdings of securities whose underlying value was tied to houses purchased with nontraditional

mortgages. The best known example of the sudden collapse in trust is the bankruptcy of Lehman

Brothers on September 15, 2008, the largest bankruptcy filing in U.S. history, with Lehman holding over

$600 billion in assets.

'hen

falling housing prices led to defaults and foreclosures, the value of corporate assets

suffered. Moreover, some financial instruments, such as credit default swaps, greatly magnified the

effects of declining value. Fannie Mae lost $29 Billion on Write-Downs. The Federal Reserve

announced that it planned to buy up $600 billion in debt and mortgage-backed securities from Fannie

"Lehman folds with record 613 billion debt". Marketwatch. 2008-09-15.
htt www marketwatch com news sto sto as x7 uid= 2FESACOS-597A-4671-A205-
989FCC290520 &siteid=rss. Retrieved on 2008-09-15.
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Mae, Freddie Mac and Ginnie Mae, the three government-sponsored finance firms established to promote

home ownership.

As a result of steep drops in the value of assets and a dramatic drop in the willingness to lend, the

Federal Reserve began a series of cuts in the Federal Funds Rate, the rate at which it lends banks money,

starting with a half percent cut to 5.75% on August 16, 2007 and culminating in a drop on December 16,

2008 to a range between 0.0% and 0.25%. On November 10, 2008, the US Treasury announced

investment of 40 billion dollars in preferred stock of AIG. In the First Quarter of 2009, the Federal

Reserve purchased $ 1.25 trillion in mortgage-backed securities and $200 billion in agency debt.

On March 18, 2009, the Federal Reserve announced plans to purchase up to $300 billion of

longer-term Treasury securities. On June 24, 2009, it reiterated its plans to buy Treasury securities.

Because the Federal Reserve had set rates near zero already, it could not cut them much. If there were

deflation, real interest rates would rise, so its latest move circumvented the limitations of interest-rate

policy by injecting liquidity directly into the monetary system through a variety of devices but especially

through special credit facilities.

The Federal Reserve's special programs were designed to ease credit in the face of illiquidity

arising from the credit crisis that was both cause and result of the recession. Two measures of illiquidity,

the "TED Spread" and the "OIS-LIBOR Spread" had widened dramatically. The former is the difference

Most of the rest of the above discussion comes from these sources:

Federal Reserve Bank of St. Louis: January 2009 "Man the Lifeboatsl" By Kevin L. Kliesen; and,

"The Global Economic & Financial Crisis: A Timeline," Mauro F. Guitldn Director of the Lauder Institute, Wharton
School, University of Pennsylvania [no date; see:
htt lauder whartonu enn edu a es df class info Chronolo Economic Financial Crisis d
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between the Three-Month U.S. Treasury Bill rate and the London Interbank Offered Rate("LIBOR").'he

latter is the difference between the Overnight Indexed Swap ("OIS") and LIBOR. Both of these

indicators shot up during the credit crisis, but returned to near-normal levels. As a result of the return to a

more normal credit situation, the Federal Reserve let these special facilities lapse.

As some measure of confidence returned among financial institutions, lingering distrust and the

prospect of deflation led the Federal Reserve to begin its "Quantitative Easing" ("QE") policies in late

2008. Under these policies, the Federal Reserve sought to overcome the "Zero Bound" problem: the

inability to lower interest rates below zero. By buying US Treasury securities, the QE policies effectively

lowered interest rates below zero in order to avoid deflation, economic stagnation or decline, and to

stimulate the economy. Part of this effort involved a shifl into Treasury bonds away from shorter-term

instruments, a policy partly begun in the second stage of QE. The policy, known as the "Twist," involved

the Federal Reserve's getting out of shorter term Treasuries and into Longer-Term Treasuries in order to

stimulate lending in capital projects. As there have been indications that the Federal Reserve is about to

slow its purchases of Treasury securities, interest rates have increased. At the same time, additional

financial pressure has been placed on companies by recent changes in tax law, which increases the capital

gains tax on stock dividends and therefore the need for companies to increase their dividend yields.

Nonetheless, as GDP continues to grow and unemployment declines very slowly, the very slowness of

recovery from the recession five years ago should help companies with reliable growth.

Currently, the Federal Reserve remains on course, instructing the Federal Reserve Bank of New

York to purchase $85 billion per month (Exhibit DHC-14a&b), divided between mortgage-backed

securities and longer-term Treasury securities. In July, the Federal Reserve's Open-Market Committee

lt used to be the difference between the Euro-Dollar futures contract and the Three-Month tJ.S. Treasury Bill

rate, thence the name "TED" ("Treasury/Eurodotlar" I

Federal Reserve Statement, January 2009:
htt federalreserve ov newsevents ress moneta 2009012Ba htm
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maintained a target inflation rate of no more than 2% and the target unemployment rate of 6.5%. {See

also DHC-12.) Leading up to this meeting there was some pulling back in stock values, tracked by the

Federal Reserve itself:

Stock Market, Selected Statistics (1.36j

'nd)cator

2010 2011 2012
Oct

2012
Nov
2012

Dec
2012

Jan
2013

Fe(t
2013

Mar
2013

Apr
2013

May
2013

Jun
2013

Prices and trading volume {averages of daily figures)

Conwnon 4tock
pdces (Indewes)

New York Stock
Exchange(cec.
31,1805 50)

7,233 54 7,862 45 8 008 24 8 205 67 8,129 00 0 367 74 8750 80 8,898 st e,038 20 9,092 21 0,440 35 0,204,10

Standard 6
poore
Corporadon
()04(.tgsmdk)1

1.130 07 IJg7 84 1.370 35 ),43702 tJgs 01 1,422 20 I 4M 40 1.512.31 1.57070 1,63084 td)(0,77

Amedcan Stock
Eschange(Aog.
31, 1073 50)t

1.030.70 2.285 10 2,377 55 2,430 58 2.370 38 2.374 00 2 309 22 2.392.41 2,401 70 2,377.81 2 421 10 2 311.18

Minutes of the Federal Open Market Committee, July 30-31, 2013. See:
htt: www federalreserve ov moneta oli fomcminutes20130731 htm

htt wwwfederalreserve ov econresdata releases stockstats current htm
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Anxiety about "tapering," led to reactions such as this one reported in

Week: "U.S. stocks fell, giving the Dow Jones Industrial Average its longest slump in 13 months, as

minutes of the Federal Reserve's July meeting showed officials support stimulus cuts this year if the

economy improves."'he market is beginning to react and to place prices on the consequences of

gradual Federal Reserve withdrawal from its current policies. While the Federal Reserve may not initiate

the Taper on any set schedule, there is little doubt that the change is coming and investors in the stock

market believe it is coming.

The sequestration of this spring and the stalemate in Congress's budgeting and appropriations

of September 30, 2013, stand nominally as budgetary issues, but are effectively fiscal, monetary, and

macroeconomic policies. The impact of these policies would appear to affect the credit of the United

States and, possibly, of U.S. bonds. Standard & Poor's has issued a statement, however, that does not

anticipate any immediate increase in bond rates nor a decrease in the credit rating of the United States

Government.'nterestingly, this statement anticipated both the budgetary stalemate and the delay in

tapering recently announced by Federal Reserve Chairman Benjamin Bernanke (Exhibit DHC-14a). The

statement by Standard & Poor's came out on July 22, 2013 and was re-released on September 30, 2013.

That such an analysis exists and that it anticipated the current deadlock by two months suggests that

Bloomberg News, "U.S. Stocks Fall as Fed Minutes Show Support for Tapering," by Lu Wang and Alex Barinka
August 21, 2013. htt www businessweek com news 2013-08-21 u-dot-s-dot-stock-index-futures-decline-
before-federal-reserve-minutes

htt s: www. Iobalcredit ortal cpm ratin sdirect renderArticledo?articleld=1164747&SctArtld=170085&from=C
M&nsl code=LIME

This page was accessed through "The Debt Ceiling Debate ls Unlikely To Change The U.S. Sovereign Rating" at:
htt s ratin s standardand ours com overnments soverei n US-

Ratin html?el =56690c9665ff40c7a46abid0310b84a1
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bond markets and stock markets have already priced in the recent events. Some pulling back from

recent upticks in bond rates (Exhibit DHC-11, p. 2 of 3) accompanied the surprise announcement that

the Federal Reserve would not initiate the "Taper," the slowing of bond purchases,
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Carolina Water Service, Inc. Docket ¹2013-275-WS Exhibit DHC-9

Page 10 of 10

WATER UTILITY NOUSTRY 1424

Iafrastructure casts la the Water Ul ill ty Indus.
try wlU rise dramsticaUy over the coining 20
years. Cooscqueutly, larger cocapaalal are acquir.
toga%aller once in an effort to achieve economies
of scale

Stocks in the Water Utility Industry sre ranked
neer the rniddle of the Paine Aine unlverso. Never-
theless, conservsriva investors ca%Sad appealing
choices here dus to favorable Safety ranks nnd
healthy dlvldend payouts.

Iedustry Conlolldstlon
Infrastructure casts in the water utility industry wigi

likely seer over the next two decodes. Water uH)ity
companies must constantly repair snd upgrade their
existing wcterlwastawster systems in order to comply
with increasingly striogent rules issued by ths Environ-
nwni Protection Apncy (EPA) snd local rcgulstom
blany of the fscilihes and pipes that transport water
were put in place aver 100 years ago. The costs cf
rcplscmg these systems Is considerablyhlghcr now than
they were in ths past, even sd)usting fcr inQation. Tco,
the ongoing depletion of nearby sources ofwater compels
many of thc utiliries to obtain water from more-diltsn\,
moicaxpenrive sources. Water il dilgcu)t and costly to
trsnsocrt because it lc heavy and incomprmsib)sz Nev-
ertheless, utiTities must Inntlnue to heep pace with the
riling demand for drinking water fram growing reztden-
tisl and industrial customers. Recent estimates ars thst
it will cost hundreds a(hi)lions of do)bus tc replc co snd
upgrade faging water Infrastructures over ths nezt 20
years. This amounts ts mors then the entire current
sleet% of the water Industry in the United Staten biuch
ofthese costs wiU likely be Snancod by federal spending
aod higher water rates. Nonetheless, water utilitim are
going to have to ante up much greeter capital invmt-
ments aver the coming yeas.

The costs nfl toying in compliance with drinking water
laws are sspccicUy onerous for smaller regions! comps.
nice because these companies hsva falser customers over
which to spread ther cute. Small aad mid cled water
ub7iees tend to welcome take er ogsrs fmm larger,
bettermpltel iled mmpsnlca so that they em utilize the
bigger firm'c superior resources. For hwtcnce, thc EPA'c
ncw rules on lhc aUowable levels of arsenic io driidr)ng
water (10 parts per Mlion by January, 2006) is mmpel-
ling soma smsUer utilities to mega% 1th larger ones In

cunpcslm segsgcsi waiw Utfcf irimky

Ice lnn sic l san esl
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an cget to remain in complisncc with Ibe ncw stcn-
dcrds By purchasing these smaller enetie, large utili-
tics sock tc nchieve eronomies of scale. Also, s bigger
mnipsny gains greoter geographic divonity that csn
reduce itl lmccptibility to unfavorable weather patterns
and fotcnlislly burdensome lccsl regulstom. Fcr ex.
nmpk, tbc regulatory c)imotc In California hcl been
eztremcb costly for utiliticl in the past fcw years, so
companies have been active'ly lccldng for acquisition
tcrgcts out idc cl'the slate.

Recent Regulatory Issues
Budget deiirits st the federal, state, and local levels

ought to hurt ivater utilitiss. lawmakers wgl probably
resist committing scnrce public funds towsrdl Inn)cr
Infrsstructurc projects. This is espedslly frustrsHng for
wstlr companies since it comes at a time when they sre
dilbing out funds ln improve seurity and protect thrir
wctcr.distribution systems. Wc expect the Indmtiy to
lobby for grants, changes in the lsx code, snd govern.
ment loons.Allo, there le a newhill intheU 8.House cf
Representatives that would make compliance with fed-
eral drinking water standards a defense In le%suite
Involving ccntsmlnents covered by su«b stsndsldn If
encctedinto law, this rule couldrcdccewslarennpsnlm'egal

Icrpenscs cln«o it would asks it much harder fcr
col to merc to successfully sue for umteminalel water.

SDWA Regulations
The Sefo Dlhddng Water Act (SDWA) of 1974

(emended in 1996) authorizes tbc EPA tc work with
slate and local governments to psriegcslly test for
impurities in drinking wste: The EPA mcndstes the
acceploble level of certain ccnlcminants per a sperigcd
amount of water. Water uNities rourinriy spend large
Icrtions of their annual mp)tri budgets on o(foris tc
remain in compliance with SDWA guidelines. These
ccmpsnles must%ho comply with the 1972 Class Water
Ari, snd numerous other state ind local lens.

I%volt%lent Advice
The water utility stocks in this rcvieW are unlikely to

ou'tperfonn the year ahead mcrkci Nonetheless, they
oiler above.average Safety realm, attractive dividend
y)rids, and decent rick.astjlnteil tote).return potsmriol
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Press Release

Carolina Water Service, Inc.
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FEDERAL RESERVE ress release:.& g
Release Date: July 31, 2013

For immediate release

Information received since the Federal Open Market Committee met in June suggests that economic
activity expanded at a modest pace during the first halfof the year. Labor market conditions have
shown further improvement in recent months, on balance, but the unemployment rate remains
elevated. Household spending and business fixed investment advanced, and the housing sector has
been strengthening, but mortgage rates have risen somewhat and fiscal policy is restraining
economic grovrth. Partly reflecting transitory influences, inflation has been running below the
Committee's longer-run objective, but longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate we'll gradually decline toward
levels the Committee judges consistent with its dual mandate, The Committee sees the doivnside
risks to the outlook for the economy and the labor market as having diminished since the fall, The
Committee recognizes that inflation persistently below its 2 percent objective could pose risks to
economic performance, but it anticipates that inflation will move back toivard its objective over the
medium term.

To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate
most consistent with its dual mandate, the Conunittee decided to continue purchasing additional
agency mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury
securities at a pace of$45 billion per month. The Committee is maintaining its existing policy of
reinvesting principal payments from its holdings of agency debt and agency mortgage-backed
securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at
auction. Taken together, these actions should maintain downward pressure on longer-term interest
rates, support mortgage markets, and help to make broader financial conditions more
accommodative.

The Committee will closely monitor incoming information on economic and financial developments
in coming months. The Committee will continue its purchases ofTreasury and agency mortgage-
backed securities, and employ its other policy tools as appropriate, until the outlook for the labor
market has improved substantially in a context ofprice stability. The Committee is prepared to
increase or reduce the pace of its purchases to maintain appropriate policy accommodation as the
outlook for the labor market or inflation changes. In determining the size, pace, and composition of
its asset purchases, the Committee will continue to take appropriate account of the likely efficacy
and costs of such purchases as well as the extent ofprogress toward its economic objectives,

To support continued progress toward maximum employment and price stability, the Committee
today reafflrmed its view that a highly accommodative stance ofmonetary policy will remain
appropriate for a considerable time afler the asset purchase program ends and the economic recovery

http://federalreserve.gov/newsevents/press/monetary/2013073 I ahtm
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strengthens. In particular, the Committee decided to keep the target range for the federal funds rateat 0 to I/4 percent and currently anticipates that this exceptionally low range for the federal fundsrate vvill be appropriate at least as long as the unemployment rate remains above 6-I/2 percent,inflation between one and two years ahead is projected to be no more than a halfpercentage pointabove the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue tobe well anchored. In determining how long to maintain a highly accommodative stance ofmonetarypolicy, the Committee will also consider other information, including additional measures of labormarket conditions, indicators of inflation pressures and inflation expectations, and readings onfinancial developments. IVhen the Committee decides to begin to remove policy accommodation, itwill take a balanced approach consistent with its longer-run goals of maximum employment andinflation of 2 percent.

Voting for the FOMC monetary policy action were: Ben S. Bemanke, Chairman; William C.Dudley, Vice Chairman; James Bullard; Elizabeth A. Duke; Charles L. Evans; Jerome H. Powell;Sarah Bloom Raskin; Eric S. Rosengren; Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen.Voting against the action was Esther L. George, who was concerned that the continued high level ofmonetary accommodation increased the risks of future economic and financial imbalances and, overtime, could cause an increase in long-term inflation expectations.
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Press Release

FEDERAL RESERVE ress release
Release Date: September /8, 2013

For immediate release

Information received since the Federal Open Market Committee met in July suggests that economicactivity has been expanding at a moderate pace. Some indicators of labor market conditions haveshottvt further improvement in recent months, but the unemployment rate remains elevated.Household spending and business fixed investment advanced, and the housing sector has beenstrengthening, but mortgage rates have risen further and fiscal policy is restraining economicgroirth. Apart from fluctuations due to changes in energy prices, inflation has been running belowthe Committee's longer-run objective, but longer-term inflation expectations have remained stable.
Consistent xvith its statutory mandate, the Committee seeks to foster maximum employment andprice stability. The Committee expects that, with appropriate policy accommodation, economicgroarth will pick up from its recent pace and the unemployment rate will gradually decline totvardlevels the Committee judges consistent with its dual mandate. The Committee sees the downsiderisks to the outlook for the economy and the labor market as having diminished, on net, since lastfall, but the tightening of financial conditions observed in recent months, if sustained, could slowthe pace of improvement in the economy and labor market. The Committee recognizes that inflationpersistently beloiv its 2 percent objective could pose risks to economic performance, but itanticipates that inflation will move back totvard its objective over the medium term.

Taking into account the extent of federal fiscal retrenchment, the Committee sees the improvementin economic activity and labor market conditions since it began its asset purchase program a yearago as consistent with growing underlying strength in the broader economy. However, theCommittee decided to await more evidence that progress will be sustained before adjusting the paceof its purchases. Accordingly, the Committee decided to continue purchasing additional agencymortgage-backed securities at a pace of $40 billion per month and longer-term Treasury securities ata pace of $45 billion per monih. The Committee is maintaining its existing policy of reinvestingprincipal payments from its holdings ofagency debt and agency mortgage-backed securities inagency mortgage-backed securities and of rolling over maturing Treasury securities at auction.Taken together, these actions should maintain downward pressure on longer-term interest rates,support mortgage markets, and help to make broader financial conditions more accommodative,which in turn should promote a stronger economic recovery and help to ensure that inflation, overtime, is at the rate most consistent with the Committee's dual mandate.

The Committee xa4fl closely monitor incoming information on economic and financial developmentsin coming months and will continue its purchases ofTreasury and agency mortgage-backedsecurities, and employ its other policy tools as appropriate, until the outlook for the labor market hasimproved substantially in a context ofprice stability. In judging when to moderate the pace ofassetpurchases, the Committee will, at its coming meetings, assess whether incoming informationcontinues to support the Committee's expectation ofongoing improvement in labor marketconditions and inflation moving back toward its longer-run objective. Asset purchases are not on a

httpi'//w»m'.federalresetve.gov/newsevents/press/monetaryt2013091ga.htm
in/i /7tt 1 3
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preset course, and the Committee's decisions about their pace will remain contingent on theCommittee's economic outlook as ivell as its assessment of the likely efficacy and costs of suchpurchases.

To support continued progress toward maximum employment and price stability, the Committeetoday reaffirmed its view that a highly accommodative stance of monetary policy wifl remainappropriate for a considerable time afler the asset purchase program ends and the economic recoverystrenethens. In particular, the Committee decided to keep the target range for the federal funds rateat 0 to I/4 percent and currently anticipates that this exceptionally low range for the federal fundsrate will be appropriate at least as long as the unemployment rate remains above 6-I /2 percent,inflation between one and tivo years ahead is projected to be no more than a halfpercentage pointabove the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue tobe ivell anchored. In determining how long to maintain a highly accommodative stance ofmonetarypolicy, the Committee will also consider other information, including additional measures of labormarket conditions, indicators of inflation pressures and inflation expectations, and readings onflnancial developments. When the Committee decides to begin to remove policy accommodation, itwill take a balanced approach consistent 0'ith its longer run goals of maximum employment andinflation of2 percent.

Voting for the FOMC monetary policy action ivere: Ben S. Bemanke, Chairman; William C.Dudley, Vice Chairman; James Bullard; Charles L. Evans; Jerome fh Poivell; Eric S. Rosengren;Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen. Voting against the action was Esther L.George, who ivas concerned that the continued high level of inonetary accommodation increased therisks of future economic and financial imbalances and, over time, could cause an increase in long-term inflation expectations.



Exhibit DHC-14b
Page 1 of 2

Office of Regulatory Staff
Carolina Water Service, Inc.

Docket ¹2013-275-WS

Millions of dollars
Reserve Bank credit, related items, and
reserve balances of depository institutions at
Federal Reserve Banks

Week ended
Nov 6, 2013

Avera as ofdail fi Ufes
Chan e from week ended

Nov 7, 2012Oct 30, 2013

Wednesday
Nav 6, 2013

Reserve Bank credit
Securities held outright'.S.

Treasury securities

Bills'otes
and bonds, nominal'otes

and bands,

intlation-indexed'nflation

campensation'ederal

agency debt

securities'ortgage-backed

securities'namortized

premiums on securities held outright'namortized

discounts on securities held outright
Repurchase

agreements'oans

Primary credit
Secondary credit
Seasonal credit
Term Asset-Backed Securities Loan Facility'ther

credit extensions
Net portfolio holdings of Maiden LaneLLC'et

portfolio holdings of Maiden Lane IILLC'et
portfolio holdings of Maiden Lane III LLC

Net portfolio holdings of TALF LLCn

Float
Central bank liquidity swaps"
Other Federal Reserve assets"

Foreign currency denominated assets"
Gold stock
Special drawing rights certificate account
Treasury currency outstanding"

3,802,905
3,573,291
2,120,518

0

2,018,334
ea,5ea
13,595
59,080

1,393,693
205,620
"8,495

0

188
6

1

62
100

0

1,515
64

22
111

"475
272

30,794
24, 119
11,041
5,200

45,392

7,585
6,900
7,681

0

7,653
0

28
0

981
181
138

0

45
11

1

34
0

0

18
0

0

0

78
0

592
378

0

0

14

+1,019,131
+ 969,439
+ 470,623

0

+ 450,809
+ 16,645
+ 3,169

22,822
+ 541,638
+ 45,692

6,678
0

984

1
34

1,014
0

57
3
1

744
312

12, 193
4,542
1,322

0

0

+ 690

3,808,368
3,578,326
2 125 552

0

2,023,358
88,589
13,605
59,080

1,393,694
205,680
-8,689

0

161
2

0

79
100

0

1,516
64

22
110

-827
272

31,712
24, 129
11,041
5,200

45,392

Total factors su I In reserve funds 3,888,657 7,221 +1,018,499 3, 894, 129
Note: Components may not sum to totals because of rounding. Footnotes appear at the end of the table.
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1. Factors Affecting Reserve Balances of Depository Institutions (continued)
Millions of dollars
iserve Bank credit, related items, and
;erve balances of depository institutions at
deral Reserve Banks

Week ended
Nov 6, 2013

Avera asofdail f urea
Chan e from week ended

Nov 7, 2012Oct 30, 2013

Wednesday
Nov 6 2013

Currency in circulation"
Reverse repurchase agreements"

Foreign official and international accounts
Others

Treasury cash holdings
Deposits with F.R. Banks, other than reserve balances

Term deposits held by depository inslilutions
U.S. Treasury, General Account
Foreign official

Other
Other liabilities and capital"

1,218,863
112, 147
106,280

5,867
206

52,743
0

34,358
8,654
9,730

64, 111

1, 637
631

1,768
2,399

10

9,694
0

2, 552
1

12,248
1, 033

74,405
16,060
10, 193
5,867

59
1,349

0

6,356
2,753

10,460
1, 317

1,220,698
110,809
104,094

6,715
209

49,007
0

30,596
8,654
9,758

63,372

Total factors, other than reserve balances,
absorbing reserve funds

Reserve balances with Federal Reserve Banks

1,448,069

2,440,588

8,450

+ 15,671

+ 87,857

+ 930,643

1,444,095

2,450,034
Note: Components may not sum to totals because of rounding.
1. Indudes securities lent to deahrs under the overnight securities lending facility; refer to labh IA.
2. Face value of Ihe securities.
3. Compensation Ihal adjusts for the effect ofingalion on the original face value of ingation indexed securiTies.
4. Guaranteed by Fannie hhe, Freddie Mac, and Ginnie Mae. The current face value shown is the remaining principal bahnce of

the securitie,
5. Regeds Ihe premium ordismunt, whkh is the difference between the purchase price and the face value of the securitie Ihat has not been amortized.

For U.S. Treasury and Federal agency debt securities, amortization Is on a straight.line basis For mortgage.backed securitie, amortization is on an effective-interest basis
6. Cash value of agreements.
7. Includes credit extended by Ihe FederalResewe Bank of New York to eligible bonowers through the Term Asset-Backed Securitie Loan Facility.
8. Refer lo labia 4 and Ihe note on consolidation accompanying labia 9.
9. Refer to labia 5 and Ihe note on consolidation acmmpanying labia 9.
10. Refer to table 5 and the note on consolidation accompanying labia 9.
11. Refer to table 7 and Ihe note on consolidagon accompanying table 9.
12. Dollar vakm of foreign cunency held under these agreemsnls valued at Ihe exchange rale tobe used when the foreign currency is returned

to Ihe foreign central bank. This exchange rate equals the market exchange rate used when Ihe foreign currency was acquired from the
foreign central bank

13. Indudes acoued interest, which represents the daily accumulation of interest earned, and other accounts receivable. Also, indudes Reserve Bank premises
and equipment net ol albwances for depreciation.

14. Revalued daiIy at current foreign cunency exchange rates.
15. Estimated.
16. Cash value ofagreemenls, which are cogaleralized by U.S. Treasury securities, federal agency debt securiges, and mortgage.backed securities.
17. Indudes the liabilities ofhtaiden Lane LLC, hhziden Lane II LLC, Maiden Lane III LLC, arm TAIF LLC to entities other than the Federal Reserve Bank of New York, including liat

that have recourse only lo Ihe poidolio holdings of these LLCs. Refer lo labia 4 Ihrough table 7 and Ihe note on cansolidal'mn accompanying table 9. Also indudes Ihe liabgibi fo
interest on Federal Reserve notes due lo U S. Treasury. Refer lo table 8 and table 9.

Sources: Federal Reserve Banks and the U.S. Deportment of the Treasury.
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For immediate release

Information received since the Federal Open Market Committee met in September generally
suggests that economic activity has continued fo expand at a moderate pace. Indicators of labor
riiarket conditions have sho«'n some further improvement, but the unemployment rate remains
elevated. Available data suggest that household spending and business fixed investment advanced.
«hile the recovery in the housing sector slotved some«hat in recent months. Fiscal policy is
restraining economic gro«1h. Apart from fluctuations due to changes in energy prices, inflation has
been running beio«'he Committee's longer-run objective, but longer-term inflation expectations
have remained stable.

Consistent tvith its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, xw'th appropriate policy accommodation, economic
gro«th xvill pick up from its recent pace and the unemployment rate «ill gradually decline to«ard
levels the Committee judges consistent «4th its dual mandate. The Committee sees the do«aside
risks to the outlook for the economy and the labor market as having diminished, on net, since last
fall. The Committee recognizes that inflation persistently beloiv its 2 percent objective could pose
risks to economic performance, but it anticipates that inflation «ill move back to«'ard its objective
over the medium term.

Taking into account the extent of federal fiscal retrenchment over the past year, the Committee sees
the improvement in economic activity and labor market conditions since it began its asset purchase
program as consistent tvith gro«'ing underlying strength in the broader economy. Ho«ever, the
Committee decided to atvait more evidence that progress «'ill be sustained before adjusting the paceof its purchases. Accordingly, the Committee decided to continue purchasing additional agency
mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury securities at
a pace of $45 billion per month. The Committee is maintaining its existing policy of reinvesting
principal payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities and of rolling over maturing Treasury securities at auction.
Taken together, these actions should maintain do«1nvard pressure on longer-term interest rates,
support mortgage markets, and help to make broader financial conditions more accommodative,
«'hich in turn should promote a stronger economic recovery and help to ensure that inflation, over
time, is at the rate most consistent vvith the Committee's dual mandate.

The Committee vvill closely monitor incoming information on economic and financial developments
in coming months and «ill continue its purchases ofTreasury and agency mortgage-backed
securities, and employ its other policy tools as appropriate, until the outlook for the labor market has
improved substantially in a context ofprice stability. In judging «hen to moderate the pace ofasset
purchases, the Committee tvill, at its coming meetings, assess «'hether incoming information
continues to support the Committee's expectation ofongoing improvement in labor market
conditions and inflation moving back totvard its longer-run objective. Asset purchases are not on a
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preset course, and the Committee's decisions about their pace irifl remain contingent on the
Committee's economic outlook as ivell as its assessment of the likely efficacy and costs of such
purchases.
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To support continued progress toivard maximum employment and price stability, the Committee
today reaflirmed its vieiv that a highly accommodative stance of monetary policy ivill remain
appropriate for a considerable time afler the asset purchase program ends and the economic recovery
strengthens. In particular, the Committee decided to keep the target range for the federal funds rate
at 0 to I/4 percent and currently anticipates that this exceptionafly love range for the federal funds
rate ivifl be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation bet&veen one and tivo years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue to
be &veil anchored. In determining hotv long to maintain a highly accommodative stance of monetary
policy, the Committee ivill also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. IVhcn the Committee decides to begin to remove policy accommodation, it
ivill take a balanced approach consistent ivith its longer-run goals of maximum emplo& ment and
inflation of 2 percent.

Voting for the FOMC monetary policy action tvere: Ben S. Bernanke, Chairman; william C.
Dudley, Vice Chairman; James Bullard; Charles L. Evans; Jerome Il. Powell; Eric S. Rosengreni
Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen. Voting against the action divas Esther L.
George, ivho divas concerned that the continued high level ofmonetary accommodation increased the
risks of future economic and financial imbalances and, over time, could cause an increase in long-
tenn inflation expectations.
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